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aren Cramer, Staff Attorney
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Ereay s, Cremer:

Enchend please find a copy of U S West Comrnunications Inc.'s Data Reaues: s Staff, T
Bervice upon you via fax and first class mail.

Plesae forward sl informution directly to the following:

Wayne Culp

U S West Communications, Inc.

1314 Douglas on The Mall - Room 1334
Omaba, NE 58102

Sincerely yours,

BOYCE, MURPHY, MelM¥WELL &
GREENFIELD. L.L.P
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BEFORE THE PUBLIC UTILITIES {"{}Wti?@ﬁ‘*ﬁiﬁ?ﬂ%
OF THE STATE OF SOUTH DAKGTA

N THE MATTER OF THE ESTABLISHMENMT ¥ TE96-1
ﬁ}i* SWITCHED ACCESS RATES FOR U S WEST )
COMMUNICATIONS, INC. ¥

U 8 WEST COMMUNICATIONS, INC.'s DATA REQUEST 10 5T A¥Y

Provide information regarding the following:

1.

access rates for all South Dakota local exchange carmiers

lewwork (SDN) and Local Exchange Carier Association {

LECA's members.

-2

For the years 1993, 1996 and 1997:

a. Identify the most recent switched access cost studics pr

Utilities Commission by local exchange carnier inchuding 53
filing date and docket number.

access cost per minuie of use filed by each exchange varrer «
above.

¢. ldentify and provide a list of any PUC Stafl adjustinents mede 1o th
wientified in {a) above.

Y,

Uated this 28th day of August. 1997.

. } o sy
Thumas} Welk
Tamara A. Wilka
. BOYCE, MURPHY, MO
GREENFIELD. T L.
£.0. Box 3013
Stoux Falls, SI) 37
Telephone: (6055 33

Atiorneys for U S




CERTIFICATE OF SERVICE

b Tamars A. Wilka, do hereby certify that | am a member of the law firm of Besyee, M
Maeidowell & CGreenfield, and on the Z8th day of August, 1997, true and corrzct cop

% WIEET's Request for Data to Swaff was sent via facsimile at approximately £ 35
arwd by US mail,postage paid to the following at the address and fax numbiy indbe

Raren CUrvemer, Siaftf Attorney 605-773-3809
Public Utilities Commission
500 L, Capitol

Piorre, 50 57501
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BY OVERNIGHT MAIL

Re: US West Access Charges-
Dacket No. TC 96-107

frer 34 Bullard:

fiotosed for filing in the above referenced matter are the original and eleven copios of

Spridt’s Prehearing Brief. Please return 2 “filed™ stamped copy in the enciosed envelope.

Very truly yours,

Donald Low
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BEFORE THE PUBLIC UTILITIES COMMISSION  § !

OuTt
OF THE STATE OF SOUTH DAKOTA Urir

E“ 3%;?" MATTER OF THE ESTABLISHMENT ) TC 96-107
W?”f LA HLU ACCESS RATES FOR ) SPRINT'S PREHEARING
) BRIEF

Purguant to the Commission’s July 3, 1997, “Prehearing Order on Reopenisg
Heoogrd,” w which the Comraission encouraged submission of prehearing briefs, Hpring
Commurioations Company L.P. (“Sprint™) submits thas brief.

1. Sprint has participated in this matter by previously presenting the testirmony of
& wingss in the first heering, by filing a post-hesring brief and by defending the
Cosnission’s actions before the Circuit Court. Sprint fully supported the results of the
Commission’s decisions dismissing US West’s request to approximately douhle its scoess
charge raves and is disappointed that the Circuit Court decision requires additional efforts
by the Commission to address US West’s reguest.

2 !t s clear from the Circuit Court’s decision that the Commission should, after
hearing sny additional evidence, “delermine a fair and reasonable rate, render & writien
decimon specifically setting out the rate, and prepare 3 record of iis procesdings.
{ramsenipt of Oral Argument, pp. 88-7, (hereafler “Tr.”)) The Court also noted that the
Croymigsion should “articulate underiying factual reasons for its public taterest Gnding,” i
# cemtines to find that a rate increase in not in the public interest {Tr. p. 77-8)

3 Ie 1o the scarcity of 1ts resources, Sprint 1s not filing addional testinony in
thus watier  Furthermore, at the time of preparation of this brief, Spnnt has not fully

W

reviineed the addittonal testimony submiitted by other parties, especally with resard 1o

evaiaion of US West's cost study. Sprnt will assume for purposes of this pre-heasing

<




Gried that the cost study supports a significant increzse in rates' and under that assumpiion,
wres the Commission to require a phase-in of any such increase, pursuant to ARSD
30 12720, with such phase-in to commence after compietion of the revisions 1o the
{roamdssion scoess charge rules in Docket TC96-032.  Sprint does, however, reserve the
pplt 10 change its recommendation to the Comimission in the event that unanticipaied
ewidence is presented at the fucther hearing in this matter.

4 Although the Cireuit Court did not rule on the question of whether the
Caomamission may, as a moiter of law, consider the public interest in addressing the
peoposad access charge increase, (see, Tr. p. 78); it is clear that the Commiission’s rule,
ARED 20:10:27:20, allows for a phase-in if the Commuassion finds that implementation of
th rates resulting from cost studies will “result in 2 significant change in switched access
TRl arw that a phase-in of rates is in the public interest.” Sprint believes that the
mwosd alveady supports a finding that the public interest requires a phase-in and
setisipates that additional evidence will be presenied which further compels that finding.

in gomnpliance with the Circuit Court’s opinton, the Commission should articulate tnat

aonclusion and the underlying factual support, which generally falls into three geaersl
srens the adverse impact on South Dakotz long distance users; the uniustified harm to
oz istance providers and competition in South Dakota; and the unreasonablensss of

wwreasing access charges rates in fight of the need to revise the Commission access rules

Given the relatively short tirae for further review of the cost study, Spnm would be
gurprisod of Waff or other parties were able to fully audit the cost study. Sprudt, of course, reseras
ws rght Lo support other parties’ criticisms of the cost study. However, as noted beiow, the reat
dufimascy of the cost study is the fact that &t is based on fully allocated embedded costs 2
wezmane forwaed-looking costs.

eather then




i sompliance with the Telecommunications Act of 1996, * Gprint will obviously not
sitwanst to summarize all the public interest evidence which supports a phase-ir: since that
pergist be done until after the hearing, but will briefly outline the basic salient facts which

aight be considered and articulated. Furthermore, inasmuch as the parties have previously

sxtovgively bricfed these issues, this brief will not provide citations to the initial record.

5 As summarnzed in the Commission’s January 31, 1997 Order in this matter,
there is slready significant evidence in the record showing the drastic adverse impact on
Senarh Diakota end users of US West's increase in access rates. Seversl long distance

x

avoviders testified that the US West increase represeats approximately a doubling {ranging
fromn 2 100% to a 124% increase) of access cosis. Since those costs represented from 56
s 6% of the companies’ total costs of providing service, the companies would have o
ghenee but 1o pass on such increases in rates to their customers, 10 the extert aliowed by
sugtonper condract and cotnpetitive pricing restraints.  Thus, South Dakota customers
directiy face a significant increase in their long distance charges and bills, Furthermore,
we LS W#’st s rate increase causes a decrease in long distance competition, &5 discussed
below, South Dakota customers indirectly face increased loug distance rates fom s jess
atpmpetitive long distance aarket.
6. it shouid be obvious that the rate impact on customers 5 & mgjor fector
gonsulering the public interest under the Commission’s statutory duties and ARSD
2012720 State utility regulatory comwnissions have traditionally been empowered o

teke ratepryer impacts into account in establishing rates. See, e.g. Staic ex rel Allgin v

e

¥
H

Addronal evidence may, of course, address some other aspect of the public imterust whih
supponts a phase-mn.




e Service Commission, 435 So. 2d 608 (Miss. 1983}, Camelot Utilities, Inc. v,

0is Conymerse Commission, 8 111 Dec. 74, 365 N.E. 2d 312, 51 Ili. App. 3d § {1977,

¥

Povny a Frablic Unlities Commission v. Pecusylvania Gas and Water Co., 424 424

¥Ry, 490 Pa. 326, cert. Dented 102 8. Ci. 112 (1979). At least one court has explicitly

wiged that the phase-in of rate increases is a “useful tool” whick the regulatory

goamnission way use “in balancing the interests of the investors and the ratepayers.”

s Lins and Blee, Co. v State Corp. Commn,, 239 Kan. 483, 514, 720 P.2d 1063,

Hias  {1986). Consequently, both the evidence previously heard and any addition
gvidenee vponcerning adverse ratepayer impact can be relied on to support a phase-in of
#YFY THOTCRSC N ACCESS rates.

7 Sprint assumes that there will be evidence presented, in addition to that already
s thwe record, concerning the impact on long distance competitors in South Dakota of US
Wast's sccess charge increase.  In the first hearings in this matier, several smaller
gitwders testified thay the increases would severely hamper their ability to continue
goviding service since many of their customer contracts Limit the annual percentage
seesase allowed in rates. Indeed, some suggested that they would be eliminsted from the
srkatplace. Clearly, 2 reduction in the number of financially viable long distance
grorsders would furt compettion in South Dakota.
& Spnnt’s witness in this matier alsc testified that the increases in access charpes
ikl provide US West with unfair competitive advantages by creating a price squeszs

fwr competitors of US West. Increased access charges represent actual costs 1o the

B

seungetitors bin, even f imputed appropriately to US West's long distance sesvices,
: y 2



rapresent increased profit margins 1o US West. Such a price squeeze would also have the
sffect of lossening long distance competition in South Dakota.

% A diminution of competition due to either elimination of the number of
sompetitors o an unreasonable pricing advantage for US West would be contrary 16 the
public interest, as defined by the vational policy in the Telecommunications Act of 1996 io
promate competition in telecommunications services. In order to promote thai publc
imarest in fostering competition, a phase-in of any significant increase i access sharges is
mecgnsary.  An appropriate phase-in should help alieviate the dire consequences for ihw
smstler providers by allowing substantial yearly recovery of the increases under thei
woniract restrictions. [t would also tend to mitigate the price squeeze advantsge conferrad
on U5 West. As noted by several parties in prior briefs in this matier, 8 phass-ty egnnol
ot reasonably be objected to by US West since US West recognized and sgresd i prior
zowess oases that a significant increase in access rates would harm the development of
campetition and that such an incvease shouid be phased-in consistent with the public
mitgresi provision of ARSD 20:10:27:20.

'0. Finally, a phase-in of any access charge increases is in the public inerest 1o

\
awiiG an unreasonable and drastic fluctuation in rates.  As Sprint and uther parnes
grevipusly argued in this case, the Telecommunications Act of 1996 will compet »

reduotion in access charges to levels based o cost, determined “without reference 19 13

of-refurn or other rate-based proceeding” As witnesses have previcusly cxplpiped

T

noiging of access on a different basis than pricing of network elemenss 18 not reasonebls

zaed will not be viable in a competitive environment.  Sprint believes that network darens

should be prced on the basis of forward-looking costs studies such as TELRIC b

s




secopnizes that the recent decision by the Eighth Circuii Court of Appeals may leave that

wmse apes for debate.  In any event, it is clear that the Commission’s current access

altowing fully aliocated embedded costs is based on rate-of-retumn concepts
whizh cannot be used for pricing of network elements under the Act. Sprint consgquently
wrges the Conunission to proceed with revisions to its existing accsss charge rules in
Dcker No. TU96.032. Since those revisions should result in lower access charges, o
wewild e anressonsbie to allow US West 1o double its access rates now oniy 1o loraer
themt swhen e revised rules are implemented. Such a drastic Suctuation @ raes is
ssitaireble and not in the public interest  Again, a phase-in of any increase is necessary it
prarnude this aspect of the public interest.

i1 Spriat believes that the Commission has considerable discretion with regand 1o
sk spocific componenis of the phase-in which should be ordered. Ciearly the lengih of the
gl and the amount of the permissible increase aliowed in each step of the plan
shaid depend on & number of factors, including: the ultimate increase (if any) justified by
% West’s cost study, the Commission’s judgment concerning unrcasonzble ratepayes
impacts, and the extent to which the smalier providers may cope with periodic increases
Sueh a phase-in should not commence untii after the Commussion has completsd us
ewsions to the access charge rules, after which it may evaluate the vartous facion w
dederemae an gppropriate schedule for any increases.

N CONCLUSION, Sprint urges the Comamission to exercise s discrefion umiey

ARED 20 10:27:20 to order a phase-in of any increase in access rates which i justified by

-

LS West, in order o protect various aspects of the public interest. Such a phase-n shoul




sert gommence until the Commission revises its access charges rules consisient with the
suwnthete of the Telecommunications Act of 1996.
Dated: September 2, 1997 Respectfully submuirted,

Sprint Communications Company L. P

%\5 N
%&\j{ §\S\w&\”& o3

Donald A. Low

Sprint

8140 Ward Parkway - 5E
Kansas City, MO 641 14
{913) 624-6865

FAX 624-5681

Richard Tieszen
Thomas Harmon
Tieszen Law Office
£ Box 6126

Pierre, SD 57501-0626
(605) 224-1500

FAX 224-1600

Certificate of Service

The undersignied hereby cenifies that the Toregoing was served by mashing a sopy,

. .oy v ] . L e
postage prepaid, onthis £ Q) day of September, 1997, to the persors on vhe asisched

sersioe {Hsh
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Wilksm Bullard, Jr., Executive Director
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500 E Capitol
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BE: TC 96-107
Dezy Wir. Bullard:

I emclose herewith 20 origiral and thres copies of AT& (s Pre-Beuzi
the above captioned docket. This brief is being filed and w*%mi mm i
Cummission's suggestion in the Procedura! Order that pre-hearing brich be

However, we are not including with that brief nroposed fiodings of frct a1
of law contemplated by the ARSD § 20:10:01:25 inssruch 55 the
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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF SOUTH DAKOTA

NTHE MATTER OF THE
ESTABLISHMENT OF SWITCHED

Docket Mo, T946-157

ALCESS RATES FOR U S WEST PRE-HEARING
COMMUNICATIONS, INC. BRIEF OF AT&T

Pursuant to the order of the South Dakota Public Utilittes Conuniguas

T

{the "Commission”) dated July 3, 1997, AT&T Communications of the Midwe

{"AT&T") hereby submits its pre-hearning brief in the proceedings on remuand of @

application by U S WEST Coramunications, Inc. ("U § WEST™} to increase i

ancess rates'

i Preliminary Statement

Judge Zinter remanded TCY6-107 primarily on the grounds that the Ty

did not expressly set a fair and reasonable switched a2ccess rate prrsua 1 &

31-12.4, and did not set forth sufficient evidentiary facis to support the ulomute

determinations that U S WEST is not entitled to a rate incresse and that o rite inseess

would not be in the public interest at this time.” The Commission should resober 6

e

PATAT ankeipates that it will also file a post-hearing brief,

contlosion of these remand proceedings. AT&T believes, among oiher thiags. s e
mey heve unlawiully shifted the burden of proof from U S WEST 1o the Conm
Zanier comectly siated: “the burden is clearly on the company {1.6. U'S WEST] w0 poove the
vate 15 faw and reasonable.” See May 1997 Tr. p. 6, lines 4-5; see slso SDOL § 491080 4%




§H

eaved cnussions by issuing 4 more detailed order which expressly sets forth each of

ive many facts already in the recerd, and any additional facis developed dunng the

i sroceeding, that support the Commission's ultimate determinaticns.

The record currently contains sufficient evidence not only to reject an increase i
{1 % WEST's ywitched access rates, but te require a decrease in those rates. The record
oowibrins testnony that (1) the cost of providing switched access is less than & cent: (2}
e federal rate for the identical switching element is under three cents; and (3} the cost of

- i

ther Cavner Conunon Line ("CCL™) portion of the proposed rate is zero. Furthermeors, the

git: <1

commminications Act of 1996 (the "Act") requires swiiched access rates o be rediced

o soonomic cost. Accordingly, the Commission should not permit U § WEST to bully #

granting an unjustified increase. Rather, the Commission should set the rate at 6t
beiow the level at which it stood prior to U § WEST initiating this docket.”

The Commission should reject any arguments that the existing cost mods! (e
“widel”) riquires a rate increase. The Mode! was rever intended to supplant the
Cavmmstssion's discretion and duty to set a fair and reascnable switched access rate. The
purpose of the Model was merely to set a "ceiling” for switched access rates - the Poar

remaing within the discretion of the Commission. Furthermore, in any event, the

Counraission is legatly obligated to reject the Mode! to the exterst that is use would resub

ey a vate which the Commission believes s nei "fair and reascnable.” In shiort, the

sely et @ switched access rate that is "faiy and reasonabie.” Contrary 1o U S WEST s oS0, e
conTents ae not the same,




Fiaally, even if the Commission were to find that the totality of the evidence were

£y a rate increase — which it does not — the responsible way to implement it would

ke through » phase-in. Prior to this docket, U § WEST readily embraced the phase-in

an immediate dovbling of rates

withinsl » phase-in appears to conflict with the Act's maidate that rates go the other way,

v, down o eConomic cost.

i ZHE COMMISSION MUST SE1

EAlR aND BEASONABUE

hudge Zinter's primary grounds for remand was his determination that the

L

wrpnission had fatled to affirmatively set a rate in accordance with SDCL § 45-31-12.4

s provides for the Commission to "determine a fair znd reasonable rate, remder 2

s sbewision specifically setting out the rate or price and prepare a record of 15

sromeodngs.” Sue SDCL § 49-31-12 .4 (emphasts added); see U S WEST

Laisasens. s, v. Public Utilities Commission of South Daketa, Civ. No. 97-56,
Trarmerp of Bench Decision, May 16, 1997 {hereinaft

afier, "Appeal Transcript™}, p. 6.
frtend, thwe Appeal Transcript expressly quotes the stztutory language requiring the

Comagmassion o "delenmune a fair and reasonable rate™ no less than three times. Sge

Aipgeal Teunsenipt, pp. 6, 14, 19 (emphiasis added). As set forth below, the "far

aeut




snabede vate” for the switched access rate is at or below the last rate set by the

The Commission has ample evidence to determine that the cosy of switched acoesz

i fgyer than the switched access rate that was in place when U § WEST initiated this

deket, nchuding, among other things:

t AT&T witness Pat Parker tesiified that the cost of providing switched access

% one-hal{ cent per minute (i.e. 0.5 cents). See TC6-107, Transeript, Outaber
%10, 1995 ("Octobar 9-10 Transcript"), p. 304; seg alyo Prefiled Testimnony of

Patricia A. Parker, filed October 4, 1996 ("Parker Testumony™), pp. 10§ 1.

2. Both U S WEST witmess Wayne Culp and AT&T witness Pat Parker testified
that the cost of the CCL portion of the proposed switched acress rate — which
L1 S WEST proposes to increase from under a cent {1.e 0.6692 cents) 1o over
four cents {1.e. 4.0575 cents) — is zero. See October 9-10 Transcript, p. 71,

see Parker Testimony, pp. 13.

St

U S 'WEST has admitted that the cost of providing jnierstate switchod soeass
is the same as the cost of providing inirastate switched acenss: g, TO%1-

G40A, U S WEST Brief, p. 12; which makes sense because both tvpes of

See SDCL § 48-31-12 4 Somdarly, R

g5, Appeal Transenipt, p. 5 (Mthe PUC decision 1o determune a fasr and reasorabie mte 15 3 a0
diernvazeiion, which 1g within the expertise and expenience of the Cornission™), p. 17 {"My decisson
wat esnnded to umply tdat the Commission, if not satisfied with the numbess, canrot ingquire o thise

7% oo 21 {"1 dow't think @'s a judicial function 1o tell the Comamssion on remand kow 1 conduss 3
Py,



switched access utiiize the same equiptnent. U S WEST wiiness Barbara
Wilcox testified that the jgierstate switched access rate at the tirne of the
origingl hearing for these proceedings was just over two and one-half cente
{re, 1.55 cents) per minute. S¢g October 9-10 Transcript, p. 354.
Furthermore, the interstate switched access rate has since dropped to its
current ievel of under two cents (i.e. 1.8 cents) per minute. See U S WEST
Fariff Transmittal No. 847 to the FCC, daied June 16, 1997, effective July 1,

1997,

4, In the interconnection arbitration between AT&T and U § WEST, the
combined rates proposed by U S WEST for local switching, tandem switching
anel common transport — which combined are the functional equivaleat of
switched access -- total no more than just over one-half of a cent (1.e. 1.6516

cents).t Sge TCO6-184, In the Matter of the Interconnection Contract

o

tntat comes from the following equation: 0.3334 cents for local switching + 0.2076 cents for taadeen
1+ {.0406 cents for fixed common transport + {0.0014 cents for per mile commion tzansport 1 3¢
£516 cents. AT&T has given U § WEST the benefit of the doubt for these caiculations by

i the highest possible numbers for each item. First, they assume that all of U § WEST's propesasis
ssbopied withon dowaward modification, even though the Commissien ultimately reduced U §

# preaposal for tandem switching from 0.002076 to 0.001676 to eliminaie the 0.060: that U § WEST

2

woperly included for a reserve deficiency. Secord, they assume that all calls use the maxinmum r3ie

LPREE TANsprotTt under those proposals (i.e. all calls being 50 miles. the most expensive mite). even

b many calls in fact will require less expensive common transport because ther will tnvolve shorter

25 Thad, they do ot reflect the downward revisions that will result when U $ WEST recalzntuzes

gravs 13t penondince with the Commussion's order to rerun U 8 WEST's models using South Dakotz
seribyesd dupveeondion lives from TC94-121. Sge TCS6-184, Notice of Entry of Order on

sderation, dated August 13, 1997, p. 5,9 2. Thus, the combined average rate for the UNE

vepbrad f swiitched access actuzally will be even lower than .6515 cents - which further demonstrates

sivier thive cents.
by, thene are poi figures from AT&T's cost model (ie. Hatfield). These are figures dircctly fram camt
chevvinped and proposed by U S WEST. Thus, U 8 WEST's own cost models demonstate that 1 §

7ol L5 WEST's posiion that switched access rates should increase from the previousty apprawved

(e T



Negotiations Between AT&T Communicauons of the Midwest. Inc. and LS

WEST Communications, Inc. Pursvant 1o 47 U.S.C. § 252, Findings of Faci

and Conclusions of Law and Order, dsted March 20, 1997, §§ 120, 130-131,
$32-133,

i1 sbe, the runge of potentially "fair and reasonable” rates for switched access includes

rew T Bolaw the rate previously set by the Commission and accepted by U S WEST

grsosr Jov thee pending application for a rate ncrease.

Fusrthermore, U § WEST's proposed rate increase is net "fair and reasonabie”

becaisi such an increase is not in the public interest. Judge Zinter expressed concern thunt

aivesston ¢id not sufficiently explain in its prior order why an increase is not in the
sterest.” However, the Cornmission can address this concern by preparing

ngs explaining its reasoning and setting forth specific citations to evidence which

e that o rate increase will harm South Dakota consumers and small providers of

coampmnications. See. e.g., TC96-107, Prefiled Testimony of Howard Susskind, Fred
L. Thuymman, W Thormsas Simmons and Jerry R. Noonan, each filed on or abowt Augunt

.
E

997, Otwiously, it is not in the public interest to adopt a rate that the Comuinizsion

3 s oo

gus peat rate that U S WEST proposes for switched access is over nine timmes higher then the 06515
oxiges Pust Wa 0w ouat models establish as the cost for providing the UNE equivalens of switched acress

b famter decluzed U S WEST's invitation that he hold that the Commussion is not entitled to comsides

di tteresl when setting rates. Appezl Transcript, p. 10, In facy, it 15 well established that te
wason mey consider the public interest in connection with the performance of its duties, See
bwesioon Bzl Yelephone Co. v. Chicago and NW Transportation, 245 N.W. 2d 630, 642 (30 191
it ferv iy coMmUssIons are generally empowered to, and arc created with the intention that they
sassdd segubaie public nulitivs insofar as the powers and operations of such utilities affect the publie V
setvest ared webfare”); SDCL § 49-31-7 {"Commission may conduct any investigations Secessary o prots
fo paabiie steresy”)

o




funs alvensdy found weould constitute "rate shock,” periicularly when the evidence shows

s Y oost of providing switched access is far below the rate proposed by U § WEST.

Fimally, a rate increase is "not fair and reascenable” now that the Act and the FCC

215, ot 95-77, FOC Qrder on Access Reform, dated May 16, 1997, recon. denied, June

L2, 1997 Indeed, U S WEST witness Jon Lenner tacitly recogrized during the AT&T

ereannection arbitration that the Act and FCC require access rates to decreass, stating
i feference to access rate subsidies that, cone June 30, 1997, *“that game 1s over.”

TC%:-184, [n the Matter of the Interconnection

wgen AT&T
Lopanunictions of the Midwest. Inc, and U S WEST Communications, fnc. Pursuan

#7 1L § 252, TC96-184, Transcript, February 3, 1996, p. 90. It is common
Epnwledge that current swisched access rates do not reflect the cost of providing the

serviee, and that the overwhelming national trend has been, and continues to be,

docrensing switched access rates. U S WEST s proposed increase for switched ancess

entiy bene stands in dramatic contrast o this frend.

For all of these reasons, the Commission should determine that the "fair and

o

 souglit this increase, and should therefore, set the ratd at or helow that pnor rate.

s stated aceess reform. See 47 §§ U.S.C. 252, 253, 254; sge CC 96-252, 94-1, 91-

g e



0. THE COMMISSION SHOULD REJEC, ANY ATTEMPT TG USE FHE

COST MODEL YO REACH A SWITCHED ACCESS RATE THAT 13 XY

OBIECTIVELY "FAIR AND REASGNABLE"

For a number of reasons, the Model does not deserve any consideration a2 &

mechanism to determine the fair and reasonable switched access rate for U § WHST.

First, the Model is pot meant to be used to determine the precise rate that U 8 WEET oiav
charpe for switched access. Rather, the Model is only supposed to be used a5 4 twol to
itentify the “ceiling” for U S WEST's switched access rate. Seg TC 94-121, Order
{lramting Approval of Stipulation and Addendums, January 8, 1996, Finding of Fact
XXM, p. 5. Indeed, in a previously approved stipulation signed by U § WEST and Stail,

U5 WEST accepted that the Model provides only a "ceiling" for its switched access mite

Sim Id,, Supulation and Agreement, dated June 12, 1995. While U S WEST now wants
1o transform the Model inio a tool to determine a rate “floor,” U S WEST's prior

stipislation suggests that U S WEST recognizes it was not meant to be used for such 3

PUTSOSE,

Second, the Model was created yesrs ago, in an entire'y different
welacommunications environment. It pre-dates the Act and the FCC's rules resarding
sceess reform. It is based on outdated rate of return methedelogy wud fails to conssiler
forwand-looking economic costs. Indeed, the Commission recognized the need o replace

{lw: hiodel when it opened docket number TC 96-032 over a year ago to reform the

-
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methodology for setting switched access rates.” In short, ihe Modei has cutived s

usefulness as a tool for use in rate making proceedings. Accordingly, the Comemas
should exercise its discretion to reject its use for these purposes. S¢g Amgrizan Farm
Lines v, Black Rall Freight Sexvice, 397 U.S. 532,90 S. Ct. 1288 {1970} (an agery
always has the discretion to discard procedural mechanisms that it has adopted for the
srderly transaction of business before it when required by the ends of justice} Hooee v,
ULS. Dept. of Agriculture, 82 F.3d 165 (7" Cir. 1996) (an agency has the power, ot
the imescapabie duty, to interpret its own rules just as it has the duty (o wterpet the
statuse that it enforces); see also SDCL § 20:10:27:02 (Commission may waive or

suspend any Commission rule in chapters 20:10:27 to 20:10:29 for good cause).

Third, Judge Zinter's order does not permit the Commisston to accept L S
WIEST's invitation to blindly set the rate at whatever number the outdated Mode! spits e
regardless of whether such a number woulid produce a “fair and reasoneble™ rate as the
statute requires. Judge Zinter's order makes ciear that the Cormrmission 1s consirained lo
follow the statutory mandate. The statute requires that the Commission set a mus which
i “fair and reasonable.” The statute does not require the use of a cost modet at ads; and
the Muodel cannot be used to the extent that it produces a rate which is not consysiens wib
the siatutory mandate to set a raie which is “fair and reasorable.” See Balroad £oumns

el Texas v, Arse Oil and (as Co., 876 S.W.2d 473 (Tex. App. 1992} (agency rubes msy

gt rmodify or contravene statutory mandate); DeMano v, Frankiin Monigags & Inv, Co

e AT
-

e

" i fact, TO96-032 predaies TC96-107, which further indicates that 1J S WEST knew the Mode! was 3
fame duck when it inthiated these proceedings.



Inc., 648 $0.2d 210, reh. en bang denied, 1ev .enied, 659 5o, 2d 1086 (Fiy Apn
4" Dist. 1994) (same); EP4 v. Pollution Control Board. 824 P.2d 83 {(Cole. App. 1991}

{agency cannot impose by regulation or practice requircments that are incousistent with

the statute conferring authority on the agency, nor may it put rules into efes «

%

X

legislation did not proscribe); Maminenga v. State Dept. of Human Sorvioes, 447 1

786 (Minn. 1989) (agency rules may be deemed invalid if applied in & margier

contravenes the requirements of the authorizing statutes).

in short, the Comymission is not required to follow the Model. Thed

should reject any numbers it produces to the extent that the totatity of the evtdenos s

State of South Dakota.

7

iv.  THERE IS SERIOUS REASCN TG QUESTION THE P

RESULYS OF THE MODEL

1J' S WEST's purported results from the Mode! continue e lack eradifili

forth in AT&T's testimony and its closing brief following the ariginal proceeding

malter, there exists a plethora of specifically identified flaws in U 5 WESTs iy

the Moidel that cast doubt on the entire credibility of U § WEST's presentation. “uy

Parker Testimony; see October 9-10 Transcript, pp. 261-307; sep VO96- 387, Baef of

10




AT&T, dated November 13, 1996, Section [I1.Y U § WEST has done rwllung @ %

subsequent filings to correct those flaws. Moreover, U S WEST has not evey attenyg

to explain why it made these flaws. Instead, U § WEST has taken the position
simply ignore, without explanation, any specific challenges made 10 ils mpiis 6o Sulier

how significant the error. This evasive strategy prevides a reasonabis basis for the

Commission o conclude that the specific flaws identified in U 5 WESTs mputs were ms

1solated ones, but rather, were indicative of an intrinsic failure by U § WERY w

Nt

sufficient precautions to insure the general reliability of any of its inputs.

Furthermore, the numbers that U S WEST contends are mandsted by the Maode)
defy res} world calculations regarding the cost of swiiched access. As sat forth shawe,

there is evidence that the cost to U S WEST to provide switched access w spprogisng

ane-half of a cent (i.e. 0.5 cents), that the accepted rate for the tdentical servise yrsvid
wver the same equipment for interstate switched access is one and sighth-tonths of & ¢omt

{t.c. 1.8 cents), that the over four cenis (i.e. 4.0575 cents} which U} 8§ WEST o

the CCL portion of its proposed rate has a cost of zero (te. (.00 centsy, amt that L 5

WEST's own cost model shows that the UNE equivalent of switched ncoess servie

totat cost of just under seven-tenths of a cent (i.e. 0.6516 cernts). Thus, there 15 5 s

flaw in etther the Model itself or in U S WEST's inputs into the Modet

resiulis of the Model advanced by U S WEST should be rejected.

* AT&T hereby incorporates by reference each of the positions set forth i ats PN mRiEseny guef o
brwel regarding this and each of the other issues raised therain.

11




Nor does the Staff provide credible eviderce o resurrect U 5 WY

inputs, because Staff neither has, nor has retained, any individuals with safh:

to independently review the source of those inputs. Al the July 2 procestur

Staff counsel admitted that Staff lacks a CPA or "analyst wramned i what we

accepted accounting principles or standards.” TC96-107, Trangoript. dated fuly 2,

p. 9, lines 14-18. Staff counsel further admitted that, while Staff could "go os

pull numbers and do a sampling," Staff needed "a CPA firm with sovneone

krowledgeable in knowledge such as this, if that's the term we've sginyg hore 8 s

would supervise staff so that the appropriate tasks and measurss are done

don't know what those are.” Id., p. 9, line 18-p. 10, line 4, However, &

suthority from the Commissicn to retain the necessary outzide consulianis,

o outside consultants. Seg Prefiled Testimony of Greg Rislov, Glad Aupas 26,

2, line 21-p3, line 18.° Thus, Staff's support for U § WESTs proposs

building that rests on no foundation.

*$taif provided the following testimeny abeut its failure io use cutside comultsaty

& The Commission avthorized the hirmg of consultants 1o assist stof¥ my i proesrs Wi
functions did the consvltanis perform?

A No consuitants were hired.
Q Why -

A: Several reasons. Our list of eligibles was reduced by our desire t avisud the sp
uf any conflicts of interest. Because the scope of this docket's particwpanss 5 0 i::f
LIS WEST is so large, tis criteria eliminaied many seemngly potenis! candsd
conducted inguines direcied toward determiration of whai type af asgistage s
bmwtmal certified public accountants or statistical experts. The stutiweat eape
contasted, once the sc ope and tiing of our analysis was expisined, mdra S

unisble fo assist us. The CPAs contacted were also concerned about the oo sad tma
a result, none of our contacts were able to offer satisfactorsy servives withm ¥e sme @EW%




The Commission's pre-hearing order reopening the record required Sl to
independently verify both the "accuracy” and the "validity” of U S WEST's tputs. Seg
TCH5-107, Prehearing Order On Recpening Record, dated July 3, 1997, 9 1-2. However,
it appears from Staff's recently prefiled testimony that it did not complete this task. The
nrofited testimony indicates that Staff merely permitted U 8§ WEST to direet $1afl o

specific numbers in U S WEST ledgers that were the same as the numbers U 3 WEET
had previously provided to Staff with the Model. The prefiled testimony contams no
evidence that anyone independently reviewed those ledgers, or any suppaorting
donwmeniation, to determine the underlying "validity” of those specific numbers; ft

alone that Staff's investigation even involved anyone with the necessary quahificaicss

perform such e review. Id. Accordingly, Staff's efforts — no matter how wall mtenuoned
- ¢gnnot provide independent support for U S WEST's fatally flawed request for un

increased switched access rate,

V. USWEST'S APPLICATION IGNORES JTS PRIOR AGREEMENT THAT
ANY RATE INCREASES BE PHASED-IN

For the reasors stated above, the only changes that tiie Comnvssion should

WE

10 U 5 WEST's switched access rate 1s to Jower it in accordance witt: the cost of

7

-

£y What services was staff interested in recewving?

A: We were wierested n uiilizing a CPAs input to explore possibilities for schseeinyg
auchiting types of analysis that could maxierize Gur cutput n the ime sllotted. While we
knew we could perforra an analyses, we had hoped to improve our efficiency wien dovsg v




aroviding access, and in accordance with the mandates of the Act and the FOC.
However, even in the event of a rate increase, the Commission would be resyiss o wgrews
U § WEST's repudiation of its pricr agreement that if a rate increase wers pstified, surk

increase should be phased-in to accommodate the pubiic interest. As set forth in Se

IV of AT&T's closing brief for the original proceedings, U S WEST previousiy agreed
that if a rate increase were justified it would be phased-in over a thirty-six mosth sened.

Sge Brief of AT&T, dated November 13, 1996 (giting TC94-121, TCH3-108 amt

018 son also ARSD 20:10:27:20 (phase-in appropriate to protect the public uverests in

the event of significant changes in switched access rates). Accordingly, U 5§ WEST

(o

should be constrained to phase-in any rate increase it may obtain now or @ the future

over such a thirty-six moath time period.

Vi CONCLUSION

For the foregoing reasons, U S WEST has not satisficd its burden of proof i thess

pricaudings to obtain an increase in its switched access rate. The Commnission shosid

rerent U S WEST's application, and the Commission should expressly set a *fasr arul
reasonatie” rate for switched access that is at or below the rate previously approvesd b

the Commission. In addition, the Commission should complete TC96-032 1o deved

aew method for determining access rates. Finally, the Commission should take afl

necessary steps to implement the access reform mandaed by the Act and the ¥

aecess reform rules,

14
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South Dakota PUC

Docket TC95-107

Rebuttal Testimony of Wayne G,
Culp

N &3 PLEASE BTATE YOUR NANME AMD EMPLOYER.

A My name s Wayne G. Culp and | am employed by U § WEST'

s

¢ 8 DD YOU PREFILE DIRECT TESTIMONY IN THIS DOCKET OM AUGUSBT 27,

THIT?
& k-
WiHAT I8 THE PURPOSE OF YOUR REBUTTAL TESTIMOWNY?

B A Tre purpose of my testimony is to rebut the testimony of Jerry R Noonar of

i Tete-Tech, Inc. and TAG.

¢ £k PLEASE SUMMARIZE MR. NOONAN'S DIRECT TESTIMOMY.

3 & W Moonan developed his cwn allocation method to determine swilched access
k4 ravarues requirement for (U S WEST that does not follow the South Dakots

i switched access rules. He did this by first calculating the U § WEST

% Communications Group® percentages for “revenue segments .. broken its
1% ciassiicalions as if the South Dakota customers were generating the saime

£ pwrgentage of income as the Grous.” Second, he applied the “Group”
parcentages 1o the South Dakota U S WEST expenses. retum on investiment,
H and taxes to recommend the amount of access revenue requirement that

1} 8 WEST should be allowed®.

HRRDIEZALLON, lm 18 referred to as U S WESY and s different and suparaie from U 5 WEST
wep (hat operates the wternational and cable operations of U S WEST . tue

Jommuszations Group, Inc. or Group as referred 1o by Mr Noonan inchidex the sopubsiod sad
st wleonunumcation eperations of the 14 stare operations

s Mvemn deedt estimony page 6, lines 16 through 19

* ey sptarhwmat Extubat I Colurar | of Jerry Noonan direct testimony




South Dakota PUC

Doclet TCH6-107

Rebutal Testimeny of Wayne G,
Culp

Pt WHAT IS THE REQUIREMENT IN THE SOUTH DAKOTA ACCESS RULES

CONCERMING ALLCCATION OF COSTS TO SWITCHED ACCESS?
B Seutn Dakata Switched Access Rule 20:10:28:04 states that separations of
& cests are to be based upon actuai use.
i BOES THE RELATIVE LEVEL OF TOTAL 14 STATE U 8 WEST REVENUES
HAVE ANY RELATIONSHIP TO THE DEVELOPMENT OF SOUTH DAKOTA
$ SWITCHED ACCESS COSTS?

A M The percertage of iotal intrasiate switched access revenues colleciedd
gyoughout U S WEST has no relationship to the usage or cost of providing
switched access service in South Dakota. The Commission must use its own

sulns and not consider Mr. Nocnan's analysis to establish switched access rates

pe 1 WHATIS MR, NOONAN'S SWITCHED ACCESS PERCENTAGE AND WHAT
it GOES IT REPRESENT?

e A #r Woonan developed a total 14 state U S WEST switchea access revenug

parcantage that is 7 88%.° He calculated this as a percentage »f total

% 1} & WESRT intrastate access revenues received from interexchange carriers
$1K0 ) compared to total U § WEST revenues. Mr. Noonan represents this to ba
@ basic allocation factor to determine an IXC switched access revenue

¥3 fecparemeant

Q HOW ROES MR. MODNAN DEVELOP HIS ACCESS RATEY

e Mopnn direct toshamony page 3, line 10
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South Dakota PUC

Dochet TC36-107

Rebuitai Vestinony of Wayne G.
Cuip

B

e Moonan uses the 14 state U S WEST switched access revenue percantags

gt 7 BA% 10 altocate South Dakota expenses and investment i the [XC access
sobarer © He uses the expenses, taxes, and return on investment in the X0
acenys column o determine his recommenderd revenue requirement of
£13 4% 370 Then he sums the IXC minutes with the U S WEST mputad
supadters froen torig distance and inconsistently divides ali of these remases #90

aizt ug (KO calculated revenue requirement.

MO SHOULD MR, NOONAN CORRECT HIS INCONSISTEMCY?
Ta rernam consistent in his analysis, Mr. Noonan at least needs (@ malch cost

causation with usage. One way would be o divide IXC access costs by IXC

swatched access minutes  Another alternative would be to capture ah of the long
destavcs and switched access costs. This total cost can then be matched wilh
e sun of imputed switched access minutes from long distance arxd IXC
septched pocess minutes  Again, this discussion and criicism s all acadenys

mecause Mr Noonan's analysis did not follow the South Dakota rules

WHAT LEVEL OF REVENUES DiD U S WEST HAVE IN SOUTH DAKOTA
DUFING THE 1995 TEST PERIOD?

Par the U § WEST South Dakota ledger the sum of interstate. intrastate and
daregulnted revenues was $184 million for the 1995 test period  Tha 55
sxchanges sold in 1996 contributed revenues of $24 mithion and theretowre the
ayusted 19956 test period ravenues were $160 mithon The $1B4 rmidhon m

unacusted 1985 South Dakota revenue is shown below

" Eeers Mgosan divect wesumeay Exhibit O, column i,
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South Dakota PUC
Docket TCIE-107
Rebuttal Testimony of Wayne G,

Culp
2125 million intrastats
5 million interstate
%6 miliion deregulated
%184 million total 1885 revenue

DOES U 8 WEST REPORT “OTHER SERVICE REVENUE" TO THE PUC A5
ABKED OF MR, NOONAN ON PAGE 3 LINE 20 OF HIS TESTIMOMY?

Mo, Wy Noonan's allocaticn of total 14 state U S WEST revenues s off the math
Hi simply uses "other services revenue” {o label the unexplained difference from
s analygis. 1 has no relevance to any Souih Dakota revenue in the test parod.
Trwre are differences between how customers in South Dakota and customars in
e other states served by U 8 WEST purchase services. it would be
soingidental if South Dakota percentages were the same as the whole comparny

A B0

HRE THERE CERTAIN REVEMUES THAT DO NOT NEED TO BE BROUGHT
WTO THE COST MODEL CALCULATIONS AS STATED BY MR. NOONAN ON
PAGE 3, LINE 277

Actually, there are ne revenue inputs in the Commission’s South Dakota

swalched access model. The model is designed o calculate the swilched ascess
ravenue requirement based upon cost of service  The revenue requremsnt i3
aaual to the expenses, taxes and return on investment allocated 1o swtched
access Revenues do not enter into the equation for determining the swalchd
#oess revenue recuirement when the South Dakota rules are followed
APECIFICALLY FOR NETWORK ACCESS REVENUE, WHY IS THE RATIO OF
ACCESS REVENUE LIKELY TO BE DIFFERENT FROM STATE TO BYATE?

e
£
g
e
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Dockst TCY8-107

Rebuttal Testimeny of Wayne G.
Culp

From state o state, there are many differences  fost imporiantly, South Dakola
dang with several otner states have one long distance serving area of o
LATA  The states with larger population have multiple LATAs and U S WEST &
s e can not provide interLATA telecommunication service. These

st ATA service constraints significantly change the long distance and
switchad access raevenue patterns from state to state  Further, the vanations
gaanigraphics inciuding the size of the Company's serving area and the dengity.
laraion and quantity of the customers will cause differences in long dislance
a#rul access usage patterns. There are no large metropolitan areas in South

Pakots that are 1n excess one million in population. This obviously poirnts ouwt

e difference between South Dakota demographics compared to the large
g iation states

WHAT OTHER CONCERNS DO YOU HAVE OF MR. NOONAN'S ANALYSIS
OF LONG DISTANCE REVENUES?

Thare are several. First, on page 4, lines 28 through 35 of his testimony . kM
soonan discusses U S WEST's total long distance and intrastate access
ravenues for 1985 These are the amounts from the South Dakota ledger and
ariz as reported on the Commission annual report. These amounts are not

sdssted for the sale of exchanges and include intrastate revenues for long

dstance or toll, switched access, and special access (private ine) The $42 7
rthan revenue requirement Mr- Noonan refers to on page 4, iine 30 15 aduisted

o retaove the fong distance and access revenue requirement for the sz

»

e of 55

‘'t
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Docket TC96-107

Rebuttal Testirony of Wayne G.
Cuip

soud Mr Moonan is suggesting that since toll and special access are
eprdabuting an adequate margin, then there is no need to raise switched access
ratns i cover cost  In other words, Mr. Neonan is suggesting toll and speciat

arcess should subsidize switched access to “continue competition in U § WEST

sty "

Traretly, the reason Mr. Noonan calculates such a high number on page 5, ine
12 of hus testimony is that the $12.5 million in interexchange carrier revenue

mtudes both switched and special access.

DOES DIVIDING MINUTES INTO TOTAL REVENUE REQUIREMENTS
PROVIDE A PROPER IMPUTATION?

¥ou, the imputation will be handled properly as long as the rules and the
Cormnssion computer model are followed. All interexchange carriers and
grignsed U S WEST toll service will pay the same rate for switched access as
wang as the total revenue requirement as defined by the ruies s divided by the
sum of 1XC and imputed U S WEST switched access minutes The computer
el as developed by the Staff in TC91-040A, was designed to handle the
#ngitalion concerns in switched access ratemaking. Mr. Noonan is sinpiy
srong when he says " dividing combined minutes into total revenue

recunrements does not vield a proper imputation calculation™

WHAT EXPENSES DOES MR. NOONAN ALLOCATE TO INTEREXCHANGE
CARRIER COSYS?

dpespas diest testmony page 5. hine 18
s drest tesnony page 5. hine 13

6
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Docket TCE8-167
FEebutal Testimony of Wayse G
Tulp

i ordy a small part of marketing and customer service. The South Dakota rulss
carrectly aliocate a portion of these costs to swilched access andg #r Noonan
should recognize the same. Without U S WEST's integrated network. by

Hoonar's compary could not serve its customers.

WHAT 15 INCORRECT IN MR. NOONAN'S ANALYSIS OF DEPRECIATION
EXPENSE?
Mr. Noonan makes two major errors in his prediction that U S WEST s Sauth

Dakota plant will be fully depreciated in about 5 years. ™

FFirst, he fails to recognize that U S WEST will continue to add nullions in pew
mivisiment for years to come. | have attached Schadule 1 to my rebuttsl
testimony to show the five year history 1991 through 1995 This chart sfoes
that plant in service (gross invesiment) in South Dakota has been frenchng
upwards. However, net plant (plant in service less accumulated depraciation
and depreciation expense remain relatively flat over this five year period  Sincs
tspreciation expense is simply a recognition of the cost for a prior capiatizad
axperditure in the current accounting period, adding investment will
meremenially increase depreciation expense.

Hecondly, in Mr. Noonan's calculation, he mismatches an nlrasiale rale hase of
%226 million with a total state depreciation expense of $44 mithcn  Trus digioets

=5

g already improper prediction by further shortening his calculated Wfe

*

7 feare Neosmun ditect testimony page 6. lines through 13

8
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Culp

¢ & WHATIS THE SUMMARY OF YOUR REBUTTAL TESTIMAONY?

pA B Noonan's switched access analysis should not be used for ratemaking o
Sauth Dakota.
4 2 Most importantly, his analysis did not follow the PUC swatched srenss
% rules.
& w His cost allccation is based upon an access revenue factor of ¥ A%
£ which was calculated using total 14 state U S WEST ravanues, arul s
% factor is not related to the actual cost of providing swilched scuess
saervice in South Dakota.
| £ % His analysis further mismatches IXC access costs and U § WEST
i imputed minutes from long distance.
£3 s Therefore his access revenue requirement per minute calouiaien 5
i3 waccurate, is based upon inconsistencies, and baars no relalinastiys o
bk U S WEST's actual costs incurred to provide switched ancess servics

Mo L8 DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?
gy A Yas
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South Dakota PUC
Docket TC 86-107
Rebuitzi Testrnory of Barbara M. Wilcox

IDENTIFICATION OF WITMNESS

P EASE STATE YOUR NAME, PRESENT POSITION AND PLACE OF
ERPLOYMENT.

£y narne is Barbarm M. Wilcox. 1 work for U S WEST Communications, inc.
U 8 WEST” or "Company”)’. My title is Director - Product and Market issues.
¥y responsibilities focus on regulatory strategy and advocacy for U SWESTs
products and services. My business address is 1801 California 8t., Denver,

Caotorado,

PLEASE DESCRIBE YOUR QUALIFICATIONS AND EXPERIENCE.

t have been a member of U S WEST's {formerly Mountain Bel!) siaff since 1880,
wiorking in the areas of market research and analysis, pricing and produet
management. Before joining Mountain Bell, | held college and university facully
positions and was a consultant in the fields of market research, behaviora!
rassarch and psychology. | earned a B.A. degree Magna cum laude in
psychology from Colorado College. | earned M.A. and Ph.D. degrees in
axparimantal psychology from Brown Universily as a National Science

Faoundation Fellow.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS OR ANY OTHER
COMBISSION?
Yeu, | appeared before this Commission in the previous hearings held i this

dockat, | have also testifiad in South Dakota in Dockets No. TC 97-G08 and TG

“

we szhe of this tastimony, all refevences to U S WEST Communications Group, Inc., ana U 5 WESY
f«:&f"&ua*va*ﬁg to the U S WEST Communications Group, inc. and have no connecion i the
LEE T Media Group or its subsidiaries.
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Rebutta! Testimony of Barbara M. Wilcox

% 94.040. In addition, | have filed written testimony and/or appeared as an expert
i winags for U S WEST Communications before the Public Utiities Commissions
% it Metzona, Colorado, lowa, Minnesota, Montana, Nebraska, New Mexico,

E Oreeggon, Uinh, Washington and Wyoming.

i PURPOSE OF TESTIMONY

# {r  WHATIS THE PURPOSE OF YOUR TESTIMONY?

& A T purpose of my testimony is to respond to testimony of TAG witnesses Mr.

i Sussiind, Mr. Thurman and Mr. Simmons regarding the impact of access prices.

% € ARE YOU SAYING THAT U S WEST'S INCREASE IN SWITCHED ACCESS
i PRICES HASB NO IMPACT ON CUSTOMERS?

A Mo, of course not. Any price change can have an impact on customers.

Hownvir, 1 believe the Commission needs to understand the impactin its

f gppropriate perspective. Therefore, in response to the testimeny presented by

T&G, | am presenting additional data to help put the TAG testimony into

f serzpactive. To do that, | present data on two basic points. First, | present

informiation on the status of competition in other states in which U 8 WEST has

o gwilched access rates comparable to those in Scuth Dakota. Second, | present
2 data concerning the extent to which South Dakota carriers’ long distance
i busingss is limited to intrastate service.

Page 2
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South Dakota PUC

Docket TC $5-107
Rebustal Testimony of Barbara M. Wiloox
i COMPARISON OF SOUTH DAKOTA TO SIMlLAR STATES WITH SIBEAR ACCERS
£ PRICES
%

& {3 MR SIMONS AND MR. THURMAN HAVE EXPRESSED CONCERN

5 15 WEST'S SWITCHED ACCESS PRICES WILL INHIBIT COMPETITION N
& SOUTH DAKOTA'S LONG DISTANCE MARKET. DO YOU HAVE ANY

H IBFORMATION REGARDING THE STATE OF COMPETITION N OTHER

8 GiAn.AN STATES WITH ACCESS RATES SIMILAR TO U S WEST'S

B SURRENT SOUTH DAKOTA RATES?

WA “fes, { do. | have oblained the number of long distanice carrizis who are certified

e provide service in three states. The following table gives the number of

T2 carrsrs competing in each of these states as well as the cumrent weighled
% average rate per access minute-of-use.
]
Number of Certified Long U S WEST Current Switched
Distance Carriers Access Price (Average W:wﬂ
per Minute)
Kew Mexico 210 5.5 cents
Heorth Dakota 274 5.4 cents
South Dakota 194 6.4 cenis
1 They access prices for South Dakota were, of course. increased to their curmant
17 tval in June of this year. The other fwo states have had access prices ai of
W chose to their current levels for many yeais.
g2

o Gh WY HAVE YOI CHOSEN NORTH DAKOTA AND MEW MEXICT AS STATESR
2% T COMPARE WITH SOUTH DAKQTA?

Page 3
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Rebuttal Testimony of Barbara . Wilcox
Fusl, | looked for states that had access prices at ievels similar to U S WESTS
swrrent prices it South Dakota. Second, | looked for states with similar

charasienstics 1o South Dakota. South Dakota is a relatively smadi slate i termg

of popradation, so § looked for other small states, which Morth Dakota and New
Maxico both are. North Dzakota is also a neighboring state with geograptical and
ecnnmic characteristics similar to South Dakota. Mew Mexico shares with

South Dakota e characteristic of being a singie-LATA state.

PHAT 8 THE SIGNIFICANCE OF THIS iNFORMATIGN ABOUT THESE
THREE STATES?

The significance is that these three states of similar size and circumstances all
have roughly comparable numbers of carriers competing for intrastate long
distance business. North Dakota i the state with the largest number of long
digtance carriers, and it has never had access rates as low as South Dakoiz hag
had. South Dakota, with its iong history of lower access charges, actually has
e smallest number of long distance carriers of the three states. Clearly, sccess
price jevels are not the predominant determinant of the number of carriers which

find it to be profitable to operate in a given state.

FOUTH DAKOTA CARRIERS’ BUSINESS INCLUDES BOTH INTERSTATE AND

INTRASTATE LONG DISTANCE

2. PLEASE DESCRIBE THE INFORMATION YOU ARE PRESENTING 1id THIS
5

ECTION OF YOUR TESTIMONY.
I ampresenting information that | obtained by reviewing the tolal switched
seoess traffic that U 'S WEST sells in the state of South Dakota, for both
interstate and intrastate caliing. 1 further looked at the breakdown of that iolgi

Page 4
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Rebuttal Testimony of Barbara k. Wil

Next, | reviewed the PIU of each individual carrier. These numbers are

3 sonfidential to each carrier, and | therefore am not using the specific numbers in
4 titis testimony. | can summarize by saying that among the small carners | found
B wide vaviation in PIU, with some as high as 100%. Only 13% of the carriers had
& Pill of less than 50%. In other words, for the vast majority (87%) of the camiss,
¥ i than half of their South Dakota business is intrastate and over half i
B intrstate.
H  The PlUs of the four carriers making up the TAG group are no different from the
it pattern | have described. Some of the TAG carriers have PlUs in the ninety-
12 paroant range, indicating a very small porticn of their South Dakote ong distance
f traffic i intrastate.

¥ 4 WHAY DO YOU CONCLUDE FROM YOUR REVIEW OF THESE DATAY

W A i conclude that for most South Dakota carriers, both large and small, the

7 interstate portion of their business is much larger than the inlrastale portion

18 thair business. This is further information that the Commission can use 1o add
k4 parspective to the impact of IJ S WEST's switched access price increase.
2« DOES THIS CONCLUDE YOUR TESTIMONY?

22 A Yes i does.

Page 6
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3, 1997

My, William Bullard, Jr.

Exevutive Director

Zouth Dakota Public Utilities Commission
SBrarve of Scuth Dakota

200 Bast Capitol

Pieyre, 8D 87501

Re: TC 26-107

IN THE MATTER OF THE ww?kﬁn"
OF SWITCHED ACCESS RATES
WEST COMMUNICATIONS,

frayr My, Bullard:

Encosed please find hand delivered to you, ori
&% of the following testimony submitted by the

communications Action Group (TAG) -

1. Rebuttal Testimony of W. Thomas Simmons.

Z. Rebuttal Testimony of Fred Thurman, and

3. Rebuttal Testimony of Howard Susskind.

I also enclose copies of the first page of zach ¢

vini Lo date stamp.

I also enclose original Certificate of Service.

Lhe same.

Thank you.
Very truly yours,

ginal

GORITH DAK

LITILITIES ©

I z"

T o

o Ewtundtnt e

RITER, MAYER, HOFER, HWATTIEN 4

EROWN7 LLP’)
8”7‘& \/gg('.__\

Simmons

i

g
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BEFORE THE PUBLIC UTILITIES COMMISSION %ﬁ}?ﬁv
OF THE STATE CF 30UTH DAKOTA
I¥ THE MATTER OF THE ESTABLISHMENT ) REBUTTAL TESYI

DF SWITCHED ACCESS RATES FOR U.S. ) W. THOMALE §ip
WEST COMMUNICATIONS, INC. ) TC 9&6-107

Q. PLEASE STATE YOUR NAME AND BUSINEEZE ADDEE

A. My name is W. Thomas Simmons. My businsas &

430 §. Phillips Avenue, Sioux Falls, South Dakota ¢

Q. WHAT IS YOUR OCCUPATION AND WHO ARE YOI BE

A I am Vice President and CGensral

Uommunications of Sioux Falls, Socuth Dakota,

tresident of the Telecommunications Action Group

coalition of certified telecommunication compasien

Sonith Dakota, which coalition has been granted L

inrervene in this matter.

Q. MR. SIMMONS, YOU HAVE REVIEWED BHEFILED

F hafpld

THE COMMISSION STAFF AND U.S. WEST, HAVE YOI KoTe
A. Yes I have.

Q. IN HIS TESTIMONY, GREGORY RISLIOW OF

GFEAKS OF A 1993 STIPULATION OK PACE 11, LINE 1%. WAS TAD 4 »f

TO THAT STIPULATION?
A. No.
Q. MR. RISLOV ALSO TESTIFIES THAT A BRESR

PRIMARILY IN SCUTH DAKOTA WILL SEE A DOUBLIRG OF

THAT COSTS ARE A VERY SIGNIFICANT PORTION OF THE
£y YOU AGREE WITH THIS STATEMENT, AHND IF SO, WHY?

A. Yes I adree that the increass in

ELs:




o
e

sl
&

34
=

mave a very significant affect upon TAGC membwrs argl

Dakota based resellers operating primarily in Scuth
mentions, they will be significant because our

AL

genrrally only incurred in South Dakota. Hence, we

them among costs incurred in other states. &g I

prior testimony, this not only has an immediate detyi

on South Dakota resellers, but likewise upon our amsll

sustomers.

Q. ON PAGE 7 OF MR. RISLOV'S PREFILED

SUGGESTS THAT WHILE THE ACCESS CHARGE WOULD INUREASE

MEAN A $3.00 INCREASE. DO YOU FIND THIS STATEMENT oF

IMPQRTANCE TO THE ISSUES INVOLVED? WHY.

A. Mr. Rislov is very specific thax

% e

testimony is made only to residential service. That

S e

real impact will be felt by South Dakota small bus
# substantial number of intrastate long distancz oall
nheir necessary business efforts. This rate inorsd

te $50.00 to $£75.00 per month on many phons bil

businesses. Since long distance and local serv:

2illings, this would be a serious and significant

small businesses reviewing and paving their 1o

2. ON PAGE FCUR OF HIS TESTIMONY HE.

SUGGEST THAT AN INCREASE COULD, IN CERTAIN CIRCUMSTANC

wd & LR,

CUSTOMERS® BEST INTERESTS. DO YOU AGREE WITH THAT?

A, No. T believe that the customars

primarily serve, that being swall businesses in




K e severely affected, and that an access rate increase

& their best interests. Small businesses, and particularivy

% our small communities, are very dependent upcn fair and rae

% rates for their intrastate «calls. Competitigy o
% relecommunications industry has been a necessary partng: wirh
) it vtheir efforts to provide quality services at

% Hmall businesses have not received commercial

53 raduections like residential customers have experianc

% subgtantial increase would merely add ancther fixed

i whir are least able to handle them at this time.

i3 Q. DO YOU BELIEVE THAT THE RATE QF &.0%0% "y
§2 HARLAN BEST ON PAGE NINE OF HIS TESTIMONY I IH THE

EWTEREST, AND WHY?

j 11 A No, I do not believe it is the publie
LS st. The ilmmediate impact upon small businegs

L6 cbwious and previcusly stated. The ultimate impact

L pomaible  elimination of competition or reduction of
EE- #ffectiveness, will ultimately harm the public even mors

Q. ON PAGE SEVEN OF MR. RISLOV'S TEBTIMHY

THAT LOWER ACCESS RATES WILL PROMOTE RESALE COMPETITION

Tk A E e AR,

g INHIBIT FACILITIES-RBASED COMPETITION. DO YOU ACGEEE WiTH
e A. No.

Q. WHY?

#4 = A. It is not in the public interest to
&% baged competition through rate increases which prevent

yom continuing to operate while developing facilibies

3 G 3

(V8]




Dakota based resellers (TAG members) may be the most

sinwas by radically increased costs of providing servics.

siications has already made a commitment to faciliti

H

al mwitching has been ordered.

@. DOES THIS COMPLETE YOUR TESTIMONY?

B, Yes.

davelop facllities in their home area if not driven out

w
-
w
N
&)

ke

wwalopment . A new switch, capable of providing long diatancs
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BEFORE THE PUBLIC UTILITIES COMMISSION 5§%ﬂ?§ﬂﬁﬁ
OF THE STATE OF SOUTH DAKOTA UTILITIEL &0

LIY
i

IW THE MATTER OF THE ESTABLISHMENT ) TC 96-107
SHITCHED ACCESS RATES FOR US ) CERTIFICATE OF Z8RVICE
WEST COMMUNICATIONS, INC.

I, Robert C. Riter, Jr., certify that true and oo

11‘{,

ooniag of
1. Rebuttal Testimony of W. Thomas Simmons,
2. Rebuttal Testimony of Fred Thurman, and

3. Rebuttal Testimony of Howard Susskind

wonre malled by first class mail to each of the followimg on
Yred day of September, 1997:

William P, Heaston Robert G. Marmet
fenior Attorney Attorneysz at Law

U8 West Communications, Inc. P. 0. Box 26%

1841 California, Room 5100 Centerville, 80 &718i4

Deywer, T0O 80202

7 Deonald A. Low

] Taomas J. Welk Senior Artorney
smara A, Wilka Sprint Communicalions

raeys at Law 8140 Ward Parkway 58

S sl
Q. Box 5018 Kansas City, MO #4114

Mioux Falls, 8D 57117-501%

that true and correct copies of said documents ware
vered to each of the fellowing on the 3rd day of

2.
Sens

&

w1 & Lovald 3ob Sahr
torney at Law David A. Ld;
¥, 0. Box 66 Attornevs a‘
Blerre, SD 57501 P. 0. Bo

fFichard P, Tieszen
Bliroiney abt. Law Me .

.0, Box 626 Public Utilitvies {omumis
Pierre, 8D 5750 500 E. Capttol

Pierre, SD 574t

Karen Cremer

st

&
*

& thac tyue and correct ccopies of the above were Faxesd o b

‘ollowing on the 3rd day of September, 1997:

3‘&‘*};

#iliiam P. Heaston - 303-295-7069



Thowss Welk/Tamara Wilka - 605-334 -0618
‘ Marmat - 605-263-3995
Lave - 913-624-5681

éﬁ%wd?i’:‘" 7

Robert C. Riter, Jr.
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BREFORE THE PUBLIC UTILITIES COMMISSION
SOUTH DAFOTA
OF THE STATE OF SOUTH DAKOTA UTILITHES 0N

}  REBUTTAL TESTIMONY OF
Uhi?”H}D h”CESb RATED FOR U_a )  FRED THURMAN
WERT COMMUNICATIONS, INC. ) TC 96-107

Q. PLEASE STATE YOUR NAME AND BUSIKESS ADDRESS.

A. My name is Fred Thurman. My business address g 119

Phillips Avenue, Suite 202, Sicux Falls, Scuth Dakota

Sy
iR

3. WHAT IS5 YOUR OCCUPATION AND WHO ARE YOU REP

A. I am President of FirsTel of Sioux Falls,

and also Secretary of the Telecommunications Achion

TEY, which is a coalition of certified telecomsus:

snies operating in South Dakota, which cealivion

vantes aurhority to intervene in this matter.

Q. MR. THURMAN, HAVE YOU REVIEWED THE PREFILED THS

THE COMMISSION STAFF AND U.S8. WEST?
A, Yes I have.

W@. ON PAGE 7 OF MR. RISLOV'S TESTIMDNY, HE ST/

ACCESS RATES WILL INHIBIT FACILITIES BASED COMPETIT!

ARORER WITH THAT?

A Mo .
Q. WHY .

B . Bven with the intrastate access raLe 35 10 fude

aeisty, 1 think competitors can provide the same s=urvices oo

tens.  Qury company is proceeding with plans for facil:ii:

Q. WHY DO ¥YOU BELIEVE THAT U.S5. WEET'S




% LD THEIR OWN FACILITIES?

& A. Because U.S. West's share of the marketl .z decreasis
# shay will not need as many new facilities. Additicnally, their
% et itors want to decvease reliance upon U.S. West

#tuempt to provide the services at reasonable costs.

& iw compatitive environwent, new competitors will be

# sryvices and facilities or forming alliances to do =50 as
& cwose businesses are vigorous. IE the market retaing itsg
%

titive spirit. companies similar to TAG membersg wil

o

reason Lo provide new services and facilities.

& Q. DO YOU BELIEVE THAT THE RATE SUGGESTED IR THE
iE THEFYE TESTIMONY IS IN THE PURBLIC'S INTERESTY
g A, No. I do not believe the rate would bDe

interest. It wilil severely impact competition, t

wring  opportunities for new, innovative @ procedur

st rucrion of new facilities. If this occcurs,

#ier through the lack of effective competitior

X

L)

DOES THIS (CONCLUDE YOUR TESTIMONY?

A, Yes.

39
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REFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF SOUTH DAKOTA

i

I8 THE MATTER OF THE ESTABLISHMENT ) PREFILED REBUTTAL
OF BWITCHED ACCESS RATES FOR U.S. ) TESTIMONY OF HOWARD
CCOMMUNICATIONS, INC. )  SUSSKIND TC 96-3147

(). PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A. My name is Howard Susskind. My business address

Oydinary Way, Suite 100, Annandale, VA 22003,

. HAVE YOU HAD AN OPPORTUNITY TO REVIEW THE

WEST COMMUNICATIONS AND THE PUBLIC FFILITI

ER TR

Q. IN PARTICULAR, DID YOU REVIEW THE TESTIHL

|3 <

=, 55
L

RISLOV?
AL Yes.
Q. IN HIS TESTIMONY ME. RISLOV DISCTUSSES

EHTRASTATE ACCESRS RATE MAKING IN TERMS OF RECOVERY QF 1.3

AL NETWORK COSTS ACROSS A WIDE VARIETY OF SERVICES, ALL

- e .

A DDMMDN NETWORK. DO YOU BELIEVE THIS IS A PROPER APPROAIN To BE
THEER TO THE (SSUES INVOLVED?

A. No. While this is an acceptable way of view:ing

ical  netwerk, great care must be taksr  wilh

s

rpyalation, in order Lo aveoild detriments o coanpel i oiomw

Re i Rl A4

Wy, Rislov suggests that the increased switched

FETOBEER

aliow £y covrespondingly less expensive local servioe,

aualysis overlooks is the competitive iwmpact of the

LER f

pecass . Because U.S. West controls both markel prics




§ it ral.ATA toll, and the price of access for intercon 44

“mnrrols® the profits and competitive posgition of

% who offer intralATa toll services. To
i 84

# Q. WHAT DO YOU FORESEE AS THE LIKELY COMPETITIVE O

% £F A 100% INCREASE IN INTRASTATE SWITCHED ACCESS COSTS?
£ A. i. The end to end cost of intrastate swibe

i cnovessed Lrom $6.28 to $12.56.

b

ii. U.S. West makes no corresponding increagss s

rate intralATA toll rates, nor in its highly discoun:

[y argl term intralATA toll plans, some of which are less than %

Lt

1% iii. The large, national IXC's may non
% interLATA toll rates for business customers,

price constrained by U.S. West's aggressive ratail

telsne,. While this means IXC's will lose money on every incras

mraubte of intralATA toll, they can do so in the short run b

#ervices seld in South Dakota comprise a very small

5
e
e
o
pug
3
EL

ant
o

overall revenues and interLATA toll makss up &

3

portion of their South Dakota services.

I
i
72

WHAT HAPPENS TO COMPANIES SIMILAR 7TC 3

0
A. Mcst companies will be unable to raise

posrd because of the short term actionsg of




el
a
e
e
i
¥
P
Y
Bt
g
I
p
Q.
e

IXC's, and will likely lcose money on every inorament

1

2 unit of interLATA toll. Because South Dakota interidTh ol

4 wpnues make up a significant portiocn of their revenues, insiudin
# syvice provided under contryact, the actual aftect on thege
4 gampanies’ net income will be disastrous, as detailed in ouy
# iaitial testimony. It is likely that upon terminatian of say
i racts, those companies could exir from the retall inceala?s
% t3il Dusiness; in the approaching world of full service

4 carrier which does not offer full services would hawe
1 cogas offering any service.

) 0. WHAT DD YOU SUGGEST WILL HAPPEN IN THE SHOET St

& RATE INCREASE SUCH AS 15 SUGGESTED BY U.8.

AL In the short run, rather than the oog

by Mr. Rislov, we will see an eliminacion of

citive alternatives. (Rislov p. 7)

&. WHAT DO YOU BELIEVE WILL OCCUR IN THE LONG

A In the long run, the reduction of compat;

i altarnatives may lead to cost increases weall above agt
ES mvggested by Mr. Rislcov even in the residential market, &g wiell

& s¥th of new products and services. Also, in the long ruz,
igrge navionwlde carriers may likely feel the price ngusezs

peage marketing it aggressively .

“

o MR. RISLOV SUGGESTS THAT IF ACCESS BAT

HEASED FACILITIES BASED COMPETITION MAY NOT GCUUR.

YD 00U AGREE WITH THAT

)



A. I do not believe it is in the pubklic's intersst Lo

Z nomically encourage facility based competitiom with
¥ artificially high prices far in excess of actual costs. This
& wat  false signals to the market and actually rasulis in 2

iocation of capital.

% Q. DO YOU AGREE WITH MR. RISLOV'S SUGGESTIONS

Wl

T A TWO PART RATE STRUCTURE? (RISLOV P. 8)
# A. It may be that there is a non-traffic sensivive
% portion of cost which should be assessed directly to end users wia

& petr line chavge. However, much care should be taken with

i level of these charges, and they musg: bhe pricsd
g all lines

THIS CONCLUDE YQUR TESTIMONY?

= O
-
Q
tz
n

et
H
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LAW QFFICES

RITER, MAYER, HOFER, WATTIER 2 sRowr, Lip  REC EIVED
Professional & Executive Building

318 South Coteaun Hireet SEP 04 1987
P, Q. Box 2680
Pierre, South Dakota $7501-0280 SCUTH ﬁﬁh{}?& PLBLIC
{ T RS UTILITIES %51 +f%ﬁﬁ

%&fﬁ% ‘h@»‘%

September 4, 1997

#iliiam Bullard, Jr.

gt bwe Director

£h Dakota Public Utilities Commission
¢ of Bouth Dakota

Eant fﬂﬁL*O]

erre, 40 57501

=

Re: TC 96-107
IN THE MATTER OF THE ESTABLISHMENT

OF SWITCHED ACCESS RATES FOR &
WEST COMMUNICATIONS, IHC.

#r. Bullard:

snolosed please find hand delivered to you, origina: and 14
: of ERRATA Page for Prefiled Rebuttal Testimony of Hevwa el

ind. 1 also enclose copy of the firsc page of said docum
#t to date stamp.

i also enclose original Certificate of Service.
vl Bame

Thank you.
Very truly yours,

RITER, MAYEg HOFER, WaATTIER &
BROWN LLP¢

- {,-‘ B "\ o .
g Jry owh / ¢ n&',

L EY . L
Eaoiogure




RECEIVED

BEFORE THE PUBLIC UTILITIES COMMISSIOH SEP ﬁieES%?
OF THE STATE OF S0UTH DAKOTA S -

SOUTH DAKOTA PUBLIC
WH MATTER OF THE ESTABLISHMENT ) TC 96-107 UTILITIES O MAESION
19CHED ACCESS RATES FOR US )} ERRATA PAGE FOR
© COMMUMICATIONS, INC. ) PREFILED REBUTTAL
TESTIMONY OF HOWARL
SUSSKIND

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS .

A. My name is Howard Susskind. My business addr

¥ 447 ordinsry Way, Suite 100, Annandale, VA 22003.

s

Q. IN YOUR PREFILED REBUTTAL TESTIMONY WERE THIRE Z0ME

« FREREY

M TERMINCLOGY?
£ A, Yes.

£). WHAT WERE THOSE ERRORS?

q
=

The errors were as follows:

¥ 1. Page two, line 9, "end to end" should read "end.-co

2. Page two, line 10, "56.28 to $12.56" should re

L8 *no28C to 12.56¢".

L 3, Page two, line 16, "interLATA" should read
L8 *rotralATA"

4. Page two, line 25, after the word "raisa”
i samre 2L AT Coll™,

%. Page three, line 2, replace "interLATA" o

. 4
v g b
Lo E I 2]

wirhy "inrralLATA"™.

f. Page three, line 22, replace "interlATA” wiin

W L T




RECEIVED

GEP 04 1337
BEFORE THE PUBLIC UTILITIES COMMISSION o e g pEE 1
OF THE STATE OF SOUTH DAKOTA SOUTH DAXOTA BUBLIC
UTILITIES COMMISSION

MATTER OF THE ESTABLISHMENT } TC 96-107
MED ACCESS RATES FOR US } CERTIFICATE OF SERVICE
TOMMUNTICATIONS, INC. )

I. Robert C. Riter, Jr., certify that true and correo:r
ERRATA Page for Prefiled Rebuttal Testimony of Howard
1l was malled by first class mail tco each of the following
dth day of September, 1997:

i B Heaston Robert G. Marmet
roAttorney Attorneys at Law

Communications, Inc. P. O. Box 269
ii1fornia, Room 5100 Centerville, $SD &7014
o0 80202

Donald A. Low

Wer ] ke Senior Attorney

Wilka Sprint Communications Company
at Law 8140 Ward Parkway SE

Y015 Kansas City, MO 864114

Fallas, 8D 57117-5015

Lovald Bob Sahr
ar Law David A. Gerdes
B 6 Attorneys at Law
57501 P. O. Box 160
Pierre, SD 57501

Tieszen

at Law Ms. Karen Cremer
6 R Public Utilities Commiasionn
Bk “T501 500 E. Capitcl

Pierre, SD 57591

cruge and correct copy of the above was faxed 1o tne
the 4th day of September, 1997:

P. Heaston - 303-295-7069

‘Tamara Wilka - 605-334,,«0”6?8 ,::j"( ,7
- \\ ’/
WJ/ R —
Robert C. Riter, Jr.‘]' o
1

9897



LAW OFFICES RECEIVED

RTER, MAYER, HOFER, WATTIEDR & BROWN, LLP

Professional & Executive Bauilding SEP Gk 1547
%19 South Coteau Siveet |
P.O. Box 280 SOUTH DAKOTA PUBLIC
Pierre, South Dakota 57501-G280 UTILITIES COMMSSICN
05 E0L-BaEs
TELECLHNER

September 4, 1987

William Bullard, Jr.
rive Director
fimkota Public Utilities Commission
sty of South Dakota
5 Bast Capitol
" 8 57501

Re: TC 96-107
IN THE MATTER OF THE ESTABLISHMENT
OF SWITCHED ACCESS RATES FOR UB

WEST COMMUNICATICNS, INC.
Besy Mr. Bullard:

gnelosed please find hand delivered to you, original amd 1@
uf Brief of Telecommunications Action Group (T.A.G.) and
¢ for Refund per SDCL 49-31-12.4(5) I also enclose copy of

fiyay page of said document for you to date stamp.

I also enclose original Certificate of Service. FPlease (il

tile
GARYE

Thank you.
Very truly yours,

RITER, MAYER, HOFER, WATTIEE
BRO

¥
<%

BOR Jy-whb

£

s ¥, Thomas Simmons




SEP 04 1897
BEFORE THE PUBLIC UTILITIES COMMISSION §oysTH DAXGTA SUBLIC
OF THE STATE OF SOUTH DAKOTA UTILITIES COMMIBSIONM

i% THE MATYER OF THE ESTABLISHMENT ) TC 96-107

BEITTCHED ACCESS RATES FOR US ) BRIEF OF TELECOMMUNICATICHS
{EAT COMMUNICATIONS, INC. ) ACTION GROUP (T A.G.)} RHD

REQUEST FOR REFUND DER
SDCL 49-31-12.4(5}

COMES NOW the Telecommunications Action Group,
pereinafter T.A.G., by and through its attorneys and submita th#

£} lowing Pre-Hearing Brief and Request for Refund in the above-

¢ lad matter, scheduled for hearing September 10th through
Lk, 1997.

PRELIMINARY STATEMENT
References to Pre-filed testimony shall be referencesd

iy Hitness name, followed by the page number. References to the

¢y 9-10, 1996 hearing transcript are denoted by “"TR®

P

silowed by the page number. References to the Administrative
7 shall be denoted by "AR" followed by the appropriste page
References to the December 9, 1996 hearing shall be

ai by “"HT® followed by the appropriate page number.
#eiarences to the Commission's Appellate Brief filed before

Zinter shall be denoted by "PUC Brief® followed by the

o

vhate page number.

STATEMENT OF FACTS

Om June 24, 1996, U.S. West filed a cost sy

bae ttilinies Commission, seeking to increase switohe

»

rpres from 3.14 cents to £.4 cents p2r minute. (AR at 1@ A

2 L Lo thes
imrpober 2-10, 1996 hearing, U.S. West changed 1ts regquest U &

rtohed access rate of 6.15 cents per minute. (Fing

1



The Commission heard testimony on October Sth and 10th,

(AR %41-912) On December 9, 1996, the Cowmission enLerad
an Ovdey reopening the docket for the taking cof additional

svidence . On January 10, 1997, the Commission entered an Ordar

ot ice of Procedural Schedule, and scheduled further hearings

eh 1%, 1997 through March 21, 1997. On January 16. 1897,

 wevwerel the Commission to disapprove U.S.West's applicabion

and to close the docket. TAG joined this motion. On January 23,

4 hearing was held on the motion. {AR 1269) U.35. West had

iven several opportunities to present further evidense, (AR

i-1244, 1235, 1248) but it indicated that it had no mors

sdenoe Lo introduce and wanted a decision by the Commission

F w¥ g R o

The Commission entered its written decision on Januays

F

i

%, 31%%7.  {AR 1313) U.S. West filed an appeal to the circuit

on appeal, Judge Zinter remanded the case to the

ion to make further factual findings to support its

A Y wd

fimdings of fact. On June 26, 1997, U.S. West unilaterally

tmplemented the rate it sought, 6.14 cents. A hearing hag

for September 10th through the 12th, 1997.
ARGUMENT

Intervenor T.A.G. is comprised of four locally owned

calenummunlcations carriers whose customers reside primaril

n Dmkota. (TR at 188-89) Switched access costs represent

i ‘oximately 50 percent of the direct costs of doing buginess

fozr T.A.G. members. (TR at 19C; 224; 248) The increass aoughy




#3f later implemented by U.S. West effectively doubled the

ehed access rates for carriers operating in South Dakota.
TAR st 46%); (TR at 256); (AR at 450)
Under SDCL 49-31-12.4(3), the burden is on the company

sing the rate change to show it is "fair and reasonable.®

i is gomething "Just; eguitable; even-handed{.}" Black:'s

Law Dictionary, 5th ed. at 307. "Reasonable® is defined as

"Fair, proper, just, moderate, suitable under the
“iroymgtances.” Black's, at 656. SDCL 45%-31-12 also requires

that the rate ke "reascnable." The Commission "may change or

A
rgwe
L e g

vige any switched access rate or price in accordance with 5
4%-31-12 and 49-31-12.4." ARSD 20:10:27:07. Additionally, SDOL

¥ &

4%-31-18 requires companies to provide access facilities at

nondable rates. The statute also speaks of methods designed to

sraymine falr and reasonable rates, but it does not mandats thar
tf the procedure set out by rule is followed the rates are thon
facto "fair and reasonable". Rather, it is clear that thig

iugion has the right to review the procedures employed and

roauit obtained through the use of those procedures, and

srmine whether it establishes a fair and reasonables rate.

Ag an administrative agency entrusted to protect the

bBlie, this Commission must consider the public interest

a.«;

illy in light of an increase of this magnitude. *pPublic

seigerocommissions are generally empowered to, and are creats

#ith rthe intention that they should reguliate public urilici

*

‘ar as the powers and operations of such utilities affect s




st interest and welfare." Northwestern Bell Telephone Uo v

245 N.Ww.2d 639, 642 (5.0, 19741

vate unilaterally implemented by U.S. West is not fair and

wpatzle, SDCL 49-31-12.4(3), nor in the public interesiy .

While the Commission has established a cost study seedel

tetgrymine switched access rates, the costs {ipputs) used o

e gwitched access charges are subject to the acoounting

L.

vatemaking determinations of the Cowmmission. ARSD 20:10:

Cosmission, "if required, [shalll adijust the actual

=te41 in the historical test year] to reflect changes rhat

Rnown and measurable.® The Commission expressed concers

srdig .8, West's failure to properly audit the inputs

i iat
g computer model, and should make appropriate adjustmentis, as

sl below. The Commission is also authorized, for good

Lo cemporarily waive or suspend any commission rule in

spters ARSD 20:10:27 to 29 when determining proper swite

spgn rates.  ARSD 20:10:27:0Z

U.5. West submitted three cost studies in $his

gt

- sach study called for a lower switched access rans.

ra

* Bratf contends, through the testimony of Robari L.
at nhe public interest is served simply by inputting
& into the computer model. (Knadle at 7; However,
sumes Lhe inputs are correct, and it ignores the facs
j ag -an agency supplies a reasoned analysis therefors
5¢ its view of what is in the public interest, wiih

. & change of circumstances. Motor Vehicle MFrs
rm, 463 U.S. 29, 57, 1203 S. Cr. 2856, 2874, F
2 4646 {1983), cited in Intrastate Telephone Ccop v,
W O2nsd 749, 752 (S.D. 1994).

s




P PUT Brisf at 10. When U.S. Wes: submitted its third cost

SL W

4y ghowing 6.4 cents and the Commission staff countered that

i inputs were incorrect and that the rate should be 5.1%

i1.8. West stated that it was "Jjust not worth it to argus
#il thoge issues." (TR at 11) U.S. West agreed Lo propose &

#.:5% cent rate. A review of the inputs by Pat Parker indicate

&

rate should be no greater than 5.55 cents. (TR ag 32%,

Staff'e latest testimony indicates a 6.09 cent rate is

ropriate. (Best at 3) The rate decreased each time the
inpufa ware analyzed--a thorough analysis is likely to reveal a

#wush lowesr rate. Perhaps more importantly, the analysis bty

Mewonian confirms that the prior rate is appropriate, winh =

#

(Noonan Prefiled Testimony at p. 6)

Several inputs from U.S. West need more scrutiny.

e

miggion expressed reservations because U.S. West's inpubs

LR

Bi. grudy model were not verified.? These inputs remaisn

* AL the October, 1996 hearing, the Commission's witness,
tan Best, did not verify any of the information contained i
ports he used in his analysis, other than comna*mng REMI
porte with U.S. West reports. Commission witness Gregor
iov did not review numbers, perform any validation ~$Eﬁ
West's numbers nor inspect sny of their rsacords. P
Wayne Culp, U.S. West's witness in presenting its
v model, "did not develop any »f —he numbers {ing
4 ,Axa the cost study; the schedulzs and workup "
Mople. PUC Brief at 4-%. Tns Commission al
&t L mony of Wayne Culp was not oredible €F1n4
“No witness appeared before th=s PUC who had ﬁ&ﬁ
st numbers as used in the cost medel either in &
them as a primary source of :nformation or i a &
or verifying them." PUC Br:2f at 5. The ¢ SRS S 10N
jamzments Lo inputs to the U.S. West cost study ma
the October, 1996 hearing were not obtained under
ar 5. The Commission fcound that there was & *lack
on of the numbers which went into the cost memsdel!,]

Bar

= s
m:ﬁ&,a;:m

FE

£ e £
ke

5




suspecl, despite Staff's further review.® For instance, Scaff's

ommendation calls for a rate of return of 11.5 percent. (Zaes

4}  However, other Staff testcimony indicates that bthe "rate

wrn for switched access services was set at 9.7 percent.®

cile at ) Why does the rate of return change in 1997 from

it Lhe rules were adopted in 19937 Staff apprarently

anticipated this line of inquiry by including in Staff mesber

a2yt Knadle's testimony a calculation for rate of return &t

14,80 percent. (Knadle at 6)

wneyibed depreciation. (H.T. at 2-4). ‘The amortizatiewn of

BORIVCUYTing costs is subject to the Commission's determirari

#f *faiyness and reasonableness." ARSD 20:10:27:15. The

migsion is empowered to adjust inputs accordingly to archieve &
f#iy and reasonable access rate. By eliminating an allowance fox

feprescribed depreciation, the rate became 5.7 cents using the

wEns guion s model. {Knadle atr 5)

At the October, 1996 hearing, testimonv of Fred

Thuyman, President of FirsTel, and Jerry Noonan, Chi

o

gipekholder of TeleTech, who are both practicing Certified

Guntants, indicated the inputs of U.S. West

a4

wy model were highly suspec:t. (Findings of Fact X178 sz

st votad Lo reopen the docket to take further evidence
“inding of Fact No. XVIII)

3

On rvemand, the Commissicn ordered staff teo revisw *lius
Koy e

it g, and hire a consultant, if necessary. > consieltant
(Rislov at 3)




2311 . Concerns about the inputs were also addressed by ATLT 2

L]

smitoess, Patricia Parker. at 423-4241) U.8. Hest 4148 o

sicder the sale of 55 rural South Daketa exchangss in

S

stydy.  HMr. Thurman guestioned U.S. West's use of procesds froe

{TR 204-206); (Finding of Fact XI}.

adjust the inputs based on the sale of the %%
#xchanges, but Mr. Noonan's analysis in that regard

#ppropriate.  (Noonan Prefiled Testimony at p. 41

v tquestioned several of the procedures used

into the model, including depreciationm. (T8 at Z1&-

{Finding of Fact XVIII; and Noonan p. 61.

felder echoed this criticism, guestioning the

depreciation allowance. (H.T. at 2-4; U.8. Hest oone

facrtors would alter the result of the cost stuny

e

Jerry Nognan, a cert:fisd public agcountant.

# review of the U.S. West inputs, along with Commission snaff

My Moonan will present testimeny that a fair and res

#s rate would be $0.0303730 (Noonan Prefiled Testisom

¥ OHL

&

Staff attempts to adcdress the public intg

ey

#i1f assumes that the consumer will only be affacted

s

2I & $3.00 per month phone residential bill increase .

-~

* Hewever, $3.00 represents a significant incre

hill is approximately $22.00 per month, exclud:n
idual long distance usage. This represents the r
and not the charges incurred by small South
sg3ges8 which are substantially higher. {Simmorns,
mony at p. 2)

=




at 7); (Knadle at 6). This ignores the impact the rate

Mave on market competition, and particularly thoss

amall business consumers. It also igneres the prif
effect of the increase on smaller South Dakols ooenp:

e

{gusskind at p. &) The increased rate places TG mas

price squeeze which may force some members out of

Wost would be sble to sell its services at yetail

than TAG wembers would pay for intrastate tell servs

Yiest. (Susskind at p. 6)

T.A.G. members could not absorb the

G R S i
L5l T ad

e forced to attempts to pass on the incrasass (o

ol

# o
pl 4

5w
=

PBakota customers. (TR at 189; 248; 256 (Fimiing of

Vg it’
This would greatly impact South Dakotan consumera az 7.k i

menbers' business is conducted primarily, if not &

Ety

Honith Dakota. (TR at 232); (TR at 248}; (TR at

,

i

194}, Staff testimony indictes that Scuih Dakora

phone bills would increase at l=zast $3. :
o Through compztition among T

others in the marketplace, telechone rates f{or

congumers are competitive and have been kept rels
atr 188; 243)

The increase will stifle compet:ition and requirs

providers to cease doing businsss or significantl

g
> F

operatiens and ultimately, incrzase costs

CORGUTers . (AR at 442-448)

T.A.G. members wers £-2nt impacy latiess




which indicated that the

would range from 72 to 124 perc=nt. TR &t
256) (Susskind at p. 3} Two of the four TAG

experience a negative net income cdug Lo Lk

likely be forced to cut emplcyees, and subsegquentiy

perhaps no longer 4o business. Large Compaiiiey

increase and distribute cost increasses amnbyg ¢
gtates. However, smaller South Dakobta carriars

' pass on the increase to their Secuth Dakots ousis

442-438); {AR at A461); (AR at 456} ; i(A¥ &Y 45

£

The doubling of switcn=zd access

3, 3

ashocK . In U.5. West's own worcs,

“access charges are the single largest

a long distance business, and an ingrease of

have & major impact on a carrier's ability

South Dakota.® (AR at 467-68; Zue 1o Ubhwe

B
3
W

not changed switched access . .. :g.
Telecommunications Act to a sta =

rates has not been decided :n .=

Public Utilities, et.al v. Faderal

slip op..no. 96-3321 et. seq. Sth Jie, July 18,

the Court nnted:

(27) We leave for
determination of whet




access or 1ntercennection reguiation ig
inconsistent with section 251 or
substantially prevente the isplementa
section 251 or Part II of the Act.

It is interesting tc note that access charges

Federal Communications Commission ary

Elctndon o8 10
Cosumunications Commission, In the

Docketr No. 96-262, at 6£-21 (June

uged FCC regulation as an example cf che trends in

access pricing, but fails to mention
moving away from access rates to per
doubling of the switched access rate

the industry trend of cecreasing access ratves.

TAq mempers comprise approximately 184

intraztate business in South Dakota. ' Bunsk ingd

increase of this magnitude would have an {mmed

Howith Dakota consumer as tna varte wosile

the consumer. For these reasons, the implementad

He allowed to continue. A fair ang reasonable

determined. T.A.G. moves and reqguests

pursuant toe SDCL 45-31-12.4(5), for the time dur

Yo

Wast's unilaterally implemenzed rate hasz boen in

CONCLUSION

R

Even U.S. West's own admissions indicars

agcess rates are the single largest cogt of

-

wADY companies. U.S5. West * i3 Zalied o mesl il
maw vate 1s falr and reascnable Its own LnpuLs

upon closer scrutiny, the actual rate is much

10




originally proposed. Doubling the sw:ic

reasonable, nor in the public interest,

get for the reasons set forth above,
granted pursuant to SDCL 49-31-12.4(5}.

Respectfully submitted this kjr;; day of Septembwy.

RITER, MAYER, HOF
& F’RUWN _ La.I&.F-

I

sy L ’%{J '

Robert .

i g
L e \{' ;
m‘-‘ Wb % ./)A}

David A. Pigif!
Members of salid
319 &, Coteau
Fierre, 8 %"
Avvurneys for
Aocicn Group [T

11




BEFORE THE PUBLIC UTILITIES COMM

s

OF THE STATE OF SOUTH DaEOTA

N THE MATTER OF THE ESTABLISHMENT } TC }éwlﬁ?
OF SWITCHED ACCESS RATES FOR US ) CERTIFICATE oOF
WEST COMMUNICATIONS, INC.

j

I, Robert C. Riter, Jr., certify that
correct copy of Brief of Teiecommunicatbions Mo
and Requeat for Refund Per SDCL 49-31-12.4{%} w

tld 8 mail to each of the following on the 3rd «
997«

William ». Heaston

Senior Attorney Robert G. Marssi
Ug West Communications, Inc. Artorneys &b Lo
1801 California, koom 5100 F. 0. Box 6%
Denver, CO 80202 Centerville, 5D
Thomas J. Welk Pona i ﬂ

Tamayra A. Wilka Senior

Arnvorneys at Law Sprimt ﬁwmw %
BP. Q. Box 5015 P40 Hard Pare
Sioux Falls, 5D 57117-501% Kangas City,
Johkn 5. Lovald Faob Sahy
Attorney at Law David &.

F. O. Box 66 RLULOTREYE At
Pierre, SD 57501 B, 0, Box 14

Plarre, 50
Richard P. Tieszen

Attorney at Law
. O. Box 62
Fiexre, 8D 57501

and that true and correct copy of the abows was
following on the Zrd dav of September, 19%7:

William P. Heastor - 393-295-706%
Thomas Welk/Tamara Wilka - 605-334




MEMORANDUM

GATE: September 3, 1897

To: Harlan Best, South Dakota Commission Staff
FROM:  Deb Kramer, USWC T

RE: Delivery of South Dakota Data Reqguests

Ge: Dianna Massey, USWC

Enclosed please find two copies of the Supplemenial responss o duls E‘Wm #
7, reguest #15, in South Dakcta Docket TCS3-107.. One copy & for e Lao
Staff and the other copy is for the PUC.

Please call me at (402) 422-8758 if you have any guestions.
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MEMD DELIVERED

William Bullard, Jr.
Uwecutive Director

Pubilic Utilities Commission
gtate Capitol

%00 Rast Capitol Avenue
Pierre, SD 57501

RE: IN THE HATTER OF THE ESTABLISBWMENT OF suIfruans
RATES FOR U 8 WEST COMMUNICATIONS, 1Mo,
MCI’S PRETRIAL BRIEF
DOCEET TC96-147
our File: 0175.15

PBemy My. Bullard:

incloged are an original and ten copies of the “PFretrisd Bri
the above entitled matter. Please file this in vour ug

Also enclosed is an extra cover sheet which we wogld ﬁ”

date stamp and return to us in the enclesed self-mddrs
anvelope.

Thank you very much for your assistance. Plesse Ffeel Fras @
conttact me if you have any questions or comments.

Yours truly,

“}W$K§DAM, GERDES HOMPSOM LLP

DEVID A. GERDES

DAG/SKE

Enclosures

gs: Michel Murray
Tim Gates




BEFORE THE PUBLIC UTILITIES COMMISHIOH
OF THE STATE OF S0QUTH DANOTA

IN THE MATTER OF THE ESTABLISHMENT ) DOCKET TCHE~107
OF SWITCHED ACCESS RATES FOR U § ) S
WEST COMMUNICATIONS, INC., ) HCI'S PASTRIAL SHIER

Pureuant to the Prehearing Order on Reopening Rocord entesed

Iy the Commission on July 3, 1927, MCI Teleccmmunicatliong Corpsrss
tion (YMCIY) files this pretrial brief in opposition te U & W
Communications, Inc.’s ("U S WEST"} reguest for an ingrésses i

gwitched access rates.

PRELIMINARY STATEMENT

The Amended Order of Remand was basad on the jaak of 5
sufficient record to support the Commiszsion s firmdings of faeb ans

conclusions of law. The Commisaion should simply prepars & Bore
detailed record and again deny U S WEST’s request.

kople evidence exists to support a rejection <of ths proposed

increase. First, U S WEST has failed to meet its burdsp of grasd
to show that the rate increase is fair and resszonsbis. ‘fw only

significant evidence presented by U S WEST is ita cost study.

U & WEST eimply ignores the other statutory requirements.

while U 8 WEST, not the intervenors or the Commission, besrs e

burden of proof, substantial evidence does exist to detersise &

the increase will adversely impact Scuth Daketa

8 L R o A e
Ao Gt oy o4 &

husinesses, and resellers, large and small,



ARGUMENT AND AUTHORITIES

1. THE COMMISSION SHOULD AGAIN REJECT THE PROPOSED INC
SASED ON THE COMPELLING CRITERIA AGAINST THE RATE IHCHERSE
ITS EURDEN OF PROOF.

WEGT'S PAILURE TO MEET
L. ‘Fthe Commission can comply with the &rended Order of
gimply by denying the proposed incresase, making a detsy %ir
that the rate should be set at the present level oy jess,
prepaying detailed findings of fact and conclusions of law.
In the Amended Order of Remand dated May 2%, 1397, ihs
Honarable Steven L. Zinter reversed the granting of ATET s mobion
G ROmE The

to deny U 8 WEST’s switched access rate incresse and o
liv' ﬁmﬁ;&:ég’l ﬁ‘w

dotket on the grounds stated in the Court’s oral bench
The Court further ordered that the Commission forthwith deternins
access rate and render a2 wrlties

g ﬁ‘f

and reasonable switched

L]

& fair
decisgion specifically setting out the rate and preparg & recors

its proceedings and finding ‘
The Court based its decision to remand on: (i} the fallure of

he Commission to articulate its reason underlying public interest
snd (2) the failure of the Conmission to state its reason fowr

rejecting the evidence presented by Commission stuff amd U g WEST,
1947 fohe

Linter olitad

Transcript of Oral Argument {and Bench Decision}, Hay 1%,
In doing so, Juage Zi

76-78.

“Appaal Transcript®), pp.

Hakler of SDDS, Inc., 472 N.W.2d 502, 507 (S.D. 1991}, as stancdisg
jerlying findings in the

for the proposition that there must be underlying find
3 Booesl

racord to indicate how the ultimate finding was made
The Court continued on to state thar usmlss

g
e

Transcript, pp. 76-77.
SDDS a court "may not search the record and speculate whethar

support the fimdings.* I

arious theories are the ones which

at 77,



1¥ *pubstantial asvidence to support the agency findirgs” &
reguired by SODS hed been incorporated inte the Commigsion’s
gmeinion and if the Commission had determined a fair and reasonable
euta, the Court would likely have reached a different regult.
EfyE, at 507. The Cour:t's objections to the Commission®s Findings
af Peot, Conclusions of Law, Order and Notice of Entry of Order
ware perocedural in nature. These deficiencies could be correated
marHly by preparing a wore detailed record for the Court to ewamine
s ppuen )

What the Court 4id not find is significant as well. %The Cours
gig not find that the Commission could not base its decision on the
sublic interest, rate shock, or the impact on resellers. A Judgs

Zinter noted, "1 ar not deciding today vwhether or not the publie

interpet ig a factor which the Commission may consider as & malisr
#f law.® Appeal Transcript, p. 78. The Court continued on to
wtats thelt arguments were presentsad by the intervencrs &s o ths
panlie interest and rate shock, but that this evidencs was wot
imeoveposrated into the Commission’s findings. jd.

The Commission could address all of the Court’s councerss by

£

s

{1 praparing a more detailed findings of fact and conclusion of
aw and {2) setting a fair and reascnable rate at the same as or
jewms than the present rate. An adeguate record to support This
tyne of finding already exists. Again, the Commission could vomply

with the Amended Order of Remanded simply by supplementing its

-

fingiings and conclusions.
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The Commission should give limited weight to the results of the
st study and base its decision on other important criteria.

afrer conducting extensive investigations into this mattear,
the Commission chose to give little weight to the U S WEST's cost
study. The Commizsion did this not only because the inputs snd Lne
godel wore suspect but also because additional compelling resscng
sxiast for denying the proposed increase. These reasons inciuds the
gmslic interest, rate shock, and the impact on reselilers. For a
seeond tiwe, the Commission should again give more weiaht to the
gtwer factors it must consider and deny the rate incrsages.

. The computer model.

Te asgist the Commission in determining a fair and ressonabla
raile, AKSD Chapters 20:10:27 to 20:10:22 establish rulss for
datareination of switched access charges for intrastate switcres
aseess services. Pursuant to ARSD 20:10:27:10, companies filing
o1 a chsnge in rates shall either use the computer LEOYran
sutalished by the Commission or, with authorization from the
Cosmiansion, may use its own computer program to determine the rat

The Commission does not have to blindly accept the results of
the cowmputer model. The Commission may disregard the resultsz af

the computer wodel. “For good cause shaown, the commission may,

Sﬂﬂ

its own motion or by application from a carrier’s carci

w;
L3

tgmporarily waive or suspend any commission ‘rule in Chapters
401310127 to 20:10:29, inclusive.™ ARSD 20:10:27:082.
The« Commission may give little weight %Zo the results of tho

dwenitey study for a myriad cf reasons. For instance, if ths

oo

inputs are not reliable or are outdated, then the results alse will

4



sot e reliable. Alsc, if the model itself is suspect, then Lhe
Fasuits obtained from the medel also will be suspect. The model is
srnly & towol, not a substitute for the experience and expertise of
thn Cowsission.

Finmlly, the Commission must consider factors other than tha
soss study. Even if the computer model and the inputs are is good
erdse (s point which HMCI does not concede), the Commission must, Ly
ghatate, address other cgriteria. After considering all the
smrt inent factors, not just the cost study, then the Commission oar

@eturuine a falr and reasonabl

®

rate. In the case at harmi, thg
ispact of these other factors greatly outweighs the cost study.
b, "air and reascnable factors

Kfter & hearing concerning the propriety or reasonablensss of

v rate, the Commission sets a “falr and reasonable™ rate. 3JDCL

L45=-3L=12.4(4). In determining whether the rate is "¥aly and
reafonahle, ® the Commission shall consider:
L. the price of alternative services;
2. the overall market fcr services;
3. the affordability of the price for the service in the
market it ls offered;
4, the impact of the price of the service on tha comsitment

to provide affordable universal service; and

£
e}

: o the fully allocated costs of providing the services.

B %49-31-1.4.

e

While 1t must consider these factors in each cags, these sra

et necessarily the only factors that the Commission can consider.

5

.4
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#ething else in statutes or rules elaborates on what is falr or
reasansble; ncthing prevents the Commissicn from utilizing other
eriteris in determining a fair and reasonable rates. The Commig-

gion oan axercise wide latictude in determining what coritevia
sangtitwtes a fair and reasonable rate.

e Commission has articulated other factors that it intends

vm peasider in this case, including the public interasat, rats

skaek,  and the quantifiable 2ffect of the cost model on small
Fesellors. Oorder for and WNotice of Procedural Schedule on

Featinuation of Hearing of January 10, 1997; Findings of Faob,

Sencivsions of Law, Order and Notice of Entry of Order of Jaruary

33, 1997; Prehearing Order on Reopaning Record of July 3, 19%7%,
The concents of public interest, rate shock, and the affedt oan

wmel )l raseller are certainly encowpassed within the five catagories

tigted undear SDCL §49-31-1.4. In fact, each of these three lssuss

pervade all five factors (the price of alternative gervices, the

owerall market for services, the affordability of the price for the

sepvite in the maxket it is offered, the impact of the price of ths

#@rvioge on the commitment to provide afferdable universal servios,

apgh the fuily allocated costs of providing the services)
additionally, case law supports the contention that the public
interest i3 a proper consideration.

As stated in Horthwesteyn Bell
phens Co. v. Chicage and NW Transportation, 245 W.W.Zg. &1%,

Bz (5.0, 1976):
Public service commissions are generally empowered to, and are
craated with the intention that they should requlats pablie

utilities insofar as the powers and operations of
utilities affect the public interest and welfare.

wmunh

G




in esking the Commission to base its decision solely on the
cost study, U S WES? ignores the mandate of SDCL §49~-31~1.4, the
digcretion of the commission to consider other critervia, and
ssttlied cave law. As the next section will demonstrate, U § WEST's
tailure to address these issues means that it has not satisfied its
maprden of proof to show that the proposed increase js fair angd

reasonabdle.

x¥1. DESPITE NUMEROUS OPPORTUNITIES, U S WEST HAS FAILED TO MEEY
TTE PURDEM OF PROVING THE RATE INCREASE IS5 FAIR AND REASOHAELE.

SDCL §49-31~-12.4(3) explicitly states that "(tlhe burden iz o

ths company to prove that the tariff is fair and reasonazble.® Ty

seet iGs burden, U § WEST has done little more than comply with zhes

eaguirements of a cost study under ARSD Chapters 20:i0:37 ¢

b

134129, U S WEST has not produced evidence on the five facters
that statute mandates must be addressed in this case. U § WIST bBas
tefuged to address additional issues deemed significant by the
Compission, Clearly, U S WEST has not met its burden of proof ts
ghaw the increase is "fair and reasonable.®

The company proposing the rate change is not left without
guidance on what is "fair and reasonable."™ SDCL §49~31-1.4 liars
the factors that shall be considered by the Commission in determia-
ing a “falr and reasonable" rate:

1. the price of alternative services;

2. = the overall market for services;

3. the affordability of the price for the servics in the

market it is offered;




4. the impact of the price of the service on the comzifment

to provide affordable universal service; and

5. the fully allocated costs of providing the services.

in szpite of this articulation of the factors which shali ba
eosgidared, U S WEST has not presented evidence to addressz these
atarntory regquirements. Instead, U 5 WEST relies alnmost eiciv-
slealy on the streagth of its cest study to denonstrate that the
rate lg fair and reasonable.

The only support outside the cost study offersd for itz
posicien that the rates ars falr and reasonable is found jn tha
Sivsct Tastinony of Wavne Culp, filed August 27, 1997:

1 WHY ARE THE COST STUDY OUTPUTS JUST AND REASOHARLE?

.5 The cost study inputs represent fair and reasonable Lest

?&rxa& financial and operating results and are congist ﬁm
with inputs in earlier cost studies Further., U 5
has strictly followed the Lommlssxon' rules and waen

conpared to other LECs’ intrastate switched acoess costs,
U 8 WEST’s costs are reasonable.

Birect Testimony of Wayne Culp, p- 13.

While this testimony makes some reference to the price of
alternative services, it does not present specific evidence on ths
grice of alternative services and completely ignores the other four
frotors reguivred under SDCL §4%~31-1.4 (the overall market {or

grvices, The affordability of the price for the service in

e

warket it is offered, the impact of the price of the servics o the

ceaan] teerdt to provide affordable universal service, and thw fully

#ilovated costs of providing the services).

instead of addressing statuterily mandated factors, U 5 Wesy
b4 P

%

#iies on the mistaken proposition that an zallegedly propesiy

8




sonduoted cost study yields a fair and reasonable rate. This
siroular iogic ignores the fact thet a properly conducted cost
s#tudy wtill could yield a result that is nect fair and reascnabiz
st that pumerous reasons may exnist as toe why & cost study may be
el babie.

Parihermore, the Commission has stated on multiple ocoasiong
tmet it intends to consider arguments relating to the public
imterast, rate shock, and the guantifiable effect of the coat model
o5 gaail resellers. Order for and MHotice of Procedural Schedule on
ok imstion of Hearing of Januavry 10, 1997; FPipndings of Fast,
fanciusions of Law, Order and NHotice of Entry of Order of Januapy

E
&

e

Vi

18547; Prehearing Order on Reopening Record of July 3, 14%7,

&g with the statutory reguirements of SGCL $49-31-1. &, 4 &

®EST again chooses to rely solely on its cost study and to lgnors
these partinent issues. Since U S WEST does not address thass
jssues, the Commission should rely on the evidence of the interve~
mors that the proposed rate will adversely affect chese iszues,
isfues rete shock, and produce an adverse effect on the smuil
rogellers.

Int summary, the burden lies with U S WEST to prove, not wwith
fhe inbtervenors or the Commission to disprove, thet the ratwy

imgreuse iz failr and reasonable. U S WEST may not have sven neab

it hurden of production, much less the burden of proof. &Ll U

- pffers is its cost study. U S WEST has failed to produce amny

£

gvidancs, wuch less meet its burden, on a number of key points,

ineoluding the criteria reguired under SDCL §492-31-1.4 amnd $he




senvesn of public interest, rate shock, and quantifiable effect on
yasal lers. The Commission should deny proposed rate increase

becsuee U 5 WEST has failed to meet its burden of proof.

IV, THE COMMISSION SHOULD PHASE-IN ANY RATE INCREASE.

if the Comwission approves all or part of the rate incresse,
e Coppission should phase~in the vate increase over a numboer of
weErs bacause of the magnitude of the increase znd because a phase~

fw iz in ihe public interest.

4 phase-in of rates is within the discretion of the Copmiz-

%54

e

1. ARSD 20:10:27:2¢ addresses when a phase-in is appropriste:

Switohed access rates for a telecommunications company may be
phaged~in over a period of time if the commission finds the
iwplementation. . . will result in a significant change in
switohed access rates cr revenuzes and that a phase-in i1z in
the wublic interest.

If the Commission grants U S WEST's proposed iscrease,

gwitehed access rates will nearly double. The impact will be felt

e consumers, businesses, and resellers. This is a very signifi-

aant ohanga in switched access rates with a wide-ranging effact on
fsuth Dakota. The state would alsc have the dubious distincbion of
zing one of the top ten nationally for access rates.

The public interest demands that the Commission phase-in any

T

significant increase over a number of years.

b8

The administrative
rulae do not define the phrase "“phase-in," but The Random House
Gietlonary of the English Language defines the tern as "to put inkto

e

wge or incoyrporate gradually or by degrees. . ." MCI reguests that

10




e Oompission phase-in amy increase in such a maaner as will

sEwtecs wwrsmers, becinesses, amd resellers.

CONTLASE O

U R WESY ashks the Commission to igneve the many cospeliing
rasnony  that exist fer demying the proposed raote incroase.
Furuher, U 8 WESY has faziled to address the factors which nust be
vonwidered by the Comnission in determining a fair and ressonabls
vate. X1l U 5 WEST has done te justify its proposed rate increasns
ig Lo pluy its own numbers into a computer model. Clearly, U &
HEEY hag not its burden of proof in this matter.

The Commission’s decision on the proposed rate increase wil

i

greatly sffect South Dakota consumers, businesses, and telecommuni-
eations companies large and small. The decision will either
sremote an envirenment which will yield significant benefits to
Fouth Dakota or stifle a telecommunications in th2 state. For ail
2i the foregoing reasons, MCI urges the Commission to deny the
propesed rate increase.

Datad this 5th day of September, 1997.

Attorneys for HCI Telecommunications
Corporation
5¢3 South Pierre Street
« F.O0. Box 160
Pierre, South Dakota 57501-0160
Telephone: (605)224-8803
Fax: (605)224-6289

11




CERTIFICATE OF SERVICE

Gobert K. 3ahr of May, Adam, Gerdes & Thompson LIF herziey
syt ifies that on the 5th day of September, 1997, he mailed by
wd Gtates mail, fxrst class postage therson prega;d a Lrve syl
ract copy of the foregeing in the above-captioned action to the

Liswing at thelr last known addresses, to-wit:
. hovald
r, Lovald, Rcebbennolt, & McCahren
L. DBow 66
%igwﬁﬁg b 57501

Byt €. Rliter, Jr. ~

tey, Wayer, Hofer, Wattier & Brown
B 280

' aGn 87501

Taeess M. Harmon

smzan Law Uffice
¥, Do 6326

ES -1 o By 57501

by Federal Express 0verniqht Delivery prepaid, a true and
,5..f t copy of the foregoing in the above-captioned action to the
o al@uinq at thelr last known addresses, to-wit:

Hilliaw P, Heaston

Zenior kttorney

% ¥sul Communications, Inc.
5861 California Suite 5100
easver, €0 80202

Spbert G. Harmet
» ropy at Law
aha COOF
4 Huwy 46
mE, S0 87037

Ffampia Robinson

Hspager ., Regulatory Affairs

OB Worldoonm

Y785 8. ¢apital of Texas Hwy 5Ste 100
mamtin, TY 78746

%ﬁﬁmﬂa Jw walk and Tamara Wilka

: @htﬂr, Sulte 600
i N, @hillips Ave.
3% Palls, SD 57117-5015
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b, Low

© Attornay

a6t Cowmwunications Company

Hard Pariway

san Clity, MO 64314 o

N % S

David A. Gerdes
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SEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

3 THE MATTER OF THE ESTABUSHMENT ) AMENDED PREHEARING
oF FATTCHED ACCESS RATES FOR U S ) QORDER ON

.-4

WEST COMMUNICATIONS, INC. ) REOPENING RECORD
TC96-18

Tre Circuit Courl, ithe Hornorable Steven L. Zinter presiding, reversed and
sernarated this matter to the Public Utilities Commission (Cornmission) on May 28, 19457,
@ smensecance with the Court's oral bench decision;, the Commission received & transcnpl
ol hat sral hench decision on June 2, 1987, and the Notice of Entry of Qrder of Remand
datadt May 31, 1997, was received by the Comrnission on June ©@, 1887 The Courl has
ed the Commission's granting of the metion of AT&T Communications of the
west, Inc. [AT&T) to dismiss the action. The Court, upon remanding this maties, has
¢ that it 15 restored o a status of being an open docket; the adopted Dezember §,
% Molion of the Commission to reopen thie record and take additional evidance on s
s Bacdens enumerated in the Motion is yet to be addressed. It will be noted for the reqord
st Commissioner Pam Nelsor will be participating in this dockel on remargl  The
Commission having considered the directions of the Court hereby enters the following
Prahaaring Order

1 The Commission rejects the analyses of staff witnesses Rislov, Best and Knaie
sheck was presented at the hearing in this matter on October g and 10, 1996, ard wy thaw
prefled sestimony. These analyses are rejected because the responses 1o data requests
ypon which the analyses were based were 7ot obtained under ocath. Further, all figuras
spplied to staff by U S WEST Communications, Inc. (U S WEST) or whith wera used a5
gt o U 5 WEST's cost study were not independently verified by staff as o thar
soragacy or validity for use as inputs to the cost study. As such these witnesses’ analysas,
Lo raopaning the record, shall be given no evidentiary weight Staff shall submit a reew
araiysis of this case, subject to the directives of this Order.

2 i kght of the foregoing deficiencies in staif's analyses, the Commission i
Ordening staff to conduct an on-site investigation which shall consist of a review i g
deint o varty nurnbers used by U S WEST as inputs to its cost study and tc detarmine
sty merracy of those numbers used by U S WEST and the validity of their use in tha cost
stucdy andd to prepare a report to be filed with staff's prefiled testimony with this Commission
#or copsideration at the reopened hearing in this matter. Staff shall, at a minimum, prowids
v following information to the Commission as a result of this investigation

a a review of inputs which staff deems significant and wtich are recpared iy
Conemssion rules for cost studies, which were used by U S WEST in iis cost study Tha
mapose of such review shall be to determine the accuracy of the inputs for use undar iha
Cranmniszion's rules on cost studies; and

b provide evidence that this review consists of no less than reviewing a smnphng
2 U B WESTs records which would be compiled by U S WEST in the formulanon of as
Fegnsts 10 18 cost study, and

4
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¢ an analysis of differences, if any, which may be found inthedatausedby U S
T thes formulation of its inputs actually used and what staff deems appropruns
¢ the Commission's rules for cost studies; and

e

d reviews performed on U § WEST's inputs shall not be exclusively basad upan
sroidary sourcaes such as ARMIS reports; and

e all responses to staff's data requests shall be under oath and filed with 8
Cerrrristinn for inclusion in the docket; and

{ an snalysis of how consumers' interests are affected by any proposed swilched
HEOEAS INLTesse.

Al the Prahearing Conference, staff has requested the assistance of ae:.:f;:rsmmﬂm
o erher consultants in performing this work. The Commission acknowledges this raduest
@t will consider approving contracts for such assistance. Staff shall present such
soesracys to the Commission for consideration at a public meeting of the Commission, the
seheduling of which shall be done through the Executive Director for the Cemmissien.

Purties have requested the right to participate in any on-site reviews performed by
o ary bahall of Commission Staff. The Commission does not have a position on thig
sacast and this is not to be construed as an order or ruling by the Commissicn as such
¥ mgy invaive confidentiality claims upon which the Commission may later be called

smfm i rale. The parties may wish to coordinate their efforis with Commission Statf and
LS WERT

3 The Commission gives U S WEST the opportunity to present edditional evidencs

% ragard to the cost study at the reopened hearing in this matter. Any addiional

rical eviderce submitted by U § WEST shall, at a minimum, include joundations

derwn fror its employees or consultants who actually compile or otherwise assemiie

wdarmation contained in the cost study as opposed to those employees who act only

# B supervisory capacity. Al such evidence shall further be verified by U S WEST as o
iy goouracy and validity for use in the cost study.

£ intervenors, consistent with the Commission's adopted Motion of December ©,
Y, shall be given the opportunity to present additional evidence relative (o two aspects
af this docket {1) the cost study filed by U S WEST including the application of
seprescnbed depreciation in it and any audits or reviews done by intervenors; and {7} the
pudikic interest as it is affected by the access charge proposed by U S WEST incluting
such azpects as quantification of the effect of the access charge and the sffect of rale
ahatk

5. in conducting the hearing in this reoperied record, the Commission will spanngly

permit the_use of late filed exhibits under its rule ARSD 20:10:01:24.03  Parties are
expectad 1o come {o the hearing prepared to present their case. The Commisson will

crvssier excluding from admission evidence which is irrelevant, incompetent, immatenal
g wrduly repetiious

%% ety
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& The schedule for deadlines in thiz matter shail be as folicws:
Simultanecus Prefiled testimony.  August 27, 1997
Simutaneous Prefiled Rebuttal testimony: September 3, 1897

Mearing. September 10 through 12, 1997, Rcom LCR1, State Capitol Building,
Pierre, South Dekota, cornmencing at 9:00 a.m., on Seplembear 10,1957,

Parlies wishing to file any Motionis for the hearing shall do so st least five days prior o he

taaring. Motions and supporting authority, combined, shall not exceed ten pages in
3 viiad

Bacause of the Courl's directive that this matier be handled forthwilly, parties mre

ertowuraged to file prehearing briefs instead of posi hearing bﬂ@:fs o assst the
Cormisgion in ruling in a timely manner.

[sted at Pierre, South Dakota, this 8th day of September, 1997

]
CERTIFCATE OF SERVICE
The undesigned hereby cestifies that this | BY ORDER OF THE COMMISSION:
& Sonamesd hus bosn served all parties of - - ; ”
Bt Mmm por K’f"&” C:ommasﬁtcners Burg, Nelsor ang
83, Uy Yocarin & by finst class mail, in property Schoenfelder

it mfeﬁﬁm with charges prapaid thereon.

7/2@%4. G~

’ 3 M."',',' ﬁg
WILLIAM BULLARD, JR. 5—«‘”’ X
Executive Director

(CGFFIGIAL SEAL)
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3 | Wayne Culp

- Debra Kramer
4 | Peborah Hayek
- Harlan Best
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¢ Fred Thurman
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3 | Howard Susskind
Wayne Culp

% 1 Barbara Wilcox

' Howard Susskind

10

11

12 PROCETFE Q I B G 8

13 CHAIRMAN BURG: I will open the mesbing.

14 { We’'1ll begin the hearing of Docket TCHE-L87, in ths

1% | Matter of the Establishment of Switched Acesss Bacsa

16 | for U & West Communications, Incorporated.

1t I guess I forgot the time is %:%40 a.:m. ‘The
i8 | date iz September 10, 199¢; and the location =of ke

1% | hearing room is LCR-1 in the State Capitol Building iwu

20 | Plerre, Scuth Dakota.

23 I'm Jim Burg, Commission Chairmasn.
o

2 | Commigsioners Nelson and Schoenfelder are alise

Ba

33 | present. I am presiding over this heariag.

S

Z4 This hearing was noticed pursusnt ts srdsrs
i85

issued as a result of a prehearing confarenzs,
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srders were issued on July 3rd, 1937, and 8z

G

regcord in this docket as first

£l

19th, 1996, pursuant to an Amended Order of kawms
the Circuit Court on May 2%, 1397.
Camreon Hoseck will act as Commigsegion

counsel. He may provide recommended rulings on

E 4

i overrule its counsel’s preliminary rulings

will become final rulings.
The issue at this hearing is whethay Y4

West's application to increase its ca

acrcess charge to interconnect and local gswitohis

ahall be granted.

i 16

to be represented by an attorney. BAll psraos
testifying will be sworn in and subijected ro
cross»examinatién by the parties.
final decision may be appealed by the parties zso
State Circuit Court and the State Supreme Cours.
I'm going to turn it over to Camron
for the remainder of conducting the hearineg,

MR. HOSECK: At this time I

appearances of the parties. U 8 West,

procedural and evidentiary matters. The Comuississ

the hearing. If not overruled, the prelimiznary rul

All parties have the right to be present &

grh, 1997. This proceedinyg 1is a reocpening =f the

ST &

riegr copmen LLpd

s
o
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o

ks a point of clarification, does U S Weast

.

any preliminarily motions?

ZCHAIRMAN BURG: I have a mction. The Amends

ot Remand in this docket incorporates by

ssfesrence the oral bench dercision and otherwisge =akesd

ymterenen to the record in this matter. I move th
spe transcript of the proceedings in this vase heaed

pafore Judge Zinter on May 16, 1837, be includsd i %he

i

sdministrative record in this matter and marked 2%

2

v

LY

e ey 5
sehiblit. ‘

COMMISSIONER SCHOENFELDER: 111 sacoend

S

COMMISSIONER NELSON: I concur.

ME. HOSECK: That will be Exhibicz

& 22

MR. HOSECK: 1In these proceedings there was

an objection filed to the Pretrial Order by U £

B

mat to be a motion in any form?

MR. HEASTON: No. 1It's an objectian, aad

it's an objection, and we wish to renew the

i

piection for the record.

MR. HOSECK: It will be noted. Do

aay @i

sarties wish to make opening statementg?

ME. HEASTON: Well, when will we havse 3

¥

ruling on the objection? I guess that's the Juest:

-
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MR. HOSECK: The objection 18 (¢ '8 fHiw

the vravord. The ruling is that 1t‘s Just noted

MR. HEASTON: So the Commigssion isn’:

[Ee
o
%

1o elther approve or deny it?
MR. HOSECK: Well, sinrce it was & Prs
drdsy., 1 would recommend that it be denied.
MR. HEASTON: Because it wag pretrial

MR. HOSECK: Well, we are herve 5t ths

vight now and it was a Pretrial Order. &nd the

. shBisction, as I understood it, was to the pratr

pyrocgeedings; and at this point in time i1t ssems

it’s noted in the record. &ad if ys

it, I would recommend that your &b:

MR. HEASTON: I would want a ruiing 55

% mubsrantive objection to the Comrission disrec

#1i the tCestimony that was provided in ¢t

he ints

earing. And I believe it’s wholly improper, a
kink there needs to be a ruling on it.

MR. HOSECK: The ruling is the abisec:

deried.

C wanLaed Lo make?

3
El

s

don't think it’s a pretrial pyocedurs,

=
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MR . BEASTON: None by "1 & Wesi .

Peed s Lk

MR. HUSECK: The order of the proacssd.ngs

e

PO et

resday shall be that U 5 West be given Lhe

2

to present its case first. Staff would bs

intaervenors third. At thig time U & Went =ay

with LS8 case.

v e panai e

1 MR. HEASTON: U S West would cali Wayhe :

" WAYNE CULP, |
% | called as a witness, being firs: duly sw %
i was examined and testified as follows. :
-

3 DIRECT EXAMINATION
¢35 | gy MR. HEASTON:

L4 Q. Mr. Culp, would you pleags

FY
|
bl
i?‘#
et
i
s

2]

S P gtate Yyour name.

&

3

e

My name is Wayne Culp.

e

i

<
-

ind bv whom are you emplaoyad?

s
>

I'm employed by U & Wegt Commupicat

. Q. And what is your job with I & Hast

20§ Communications? 1

fprs

A. I'm the Director of Finance, and &

P
S
o

1 handle finance matters for the gtarte of

Q. With regard to this hearing, «what way

{
t4¢  responsibilities?

25 A. Regards this hearing, [ wag respongi
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*ha team that developed the switchsd

ARz &

lows the Commission’s rules.

Q. To your immediate right 1ig

marked as Exhibit No. 30. Do vwou have

A . Yes, I do.

0. Can you identify that?

AL Yes. That's the prefilead
sine that was filed on August 27th,

Q. Does that include Scheduls

2
&
3
&

N
-
@
el

1997,

g 1

iR
=
w

i
e

[
e
L
i
33
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A. Schedules 1 through 3, I belisvs,

know where five is coming from.
Q. Wait a minute, I'm in the
Schedules 1 through 3.

A. Yes, it includes Schedulss

Q. And do you have any additions ofF ¢oi7%

to make to that testimony?

A. None.

Q. If I were to ask you the gu#gti:

in that prefiled testimony today,

Al Yes.

MR. HEASTON: I would move

gxhibit No. 30.

MR. HOSECK: Are there any

MR. LOVALD: If it please

1 throsgh 3

ifi

it
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#lss, because they are a record of the gific

cestimony. I think an objection as ts hearsay
pogsibly foundation could be made to this Les!

My personal preference as we 9o thio:
wearings is that any party -- or the Uommigsis
s allowed to go back iato that docke: and
document or any testimony that has any relevs

j#sues in this proceeding. What I don’t

nappen -- because I think later in the hear

oy

going to ask that the Commission consider
Ascuments coming out of the 91-040 dockst - -

this testimony in and then have obiections

s
{u
i
1.

on by U S West when we attempt Lo a#sZ% the |
conpider other documents.

So if we can have an agreement thitg

out of 91-040 can be considered by the

Commi e

E.Ad

don’t object foundationally or hearsaywigs &4

b

e

&

-

tachments to the Culp testimony. Othsrw

FEE

¥

- object.

MR. HEASTON: I guess my posSition
# 8 West is that matters which are in that

pe officially noticed by this Commigsiss, tf

R

i &

woultd like to raise a procedural guestian &t [h:s
maint. There are two pieces of testimony taser HE
she 91-040 docket that have been attached fo My Lsig ®

it
&5
32
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¥
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participant party in that docket, so I’
the objection.
MR. LOVALD: If that’s the U S
! withdraw my objection.

MR. HOSECK: We’ll be taking a

tpy about five minutes.
(AT THIS TIME A SHORT RECESS WAS TA
MR. HOSECK: We’ll go back on the
COMMISSIONER SCHOENFELDER: Mr. Hearibg

fiewyr, I have a motion as to regards that

%

MR. HOSECK: Certainly.

COMMISSIONER SCHOENFELDER: Okavy.

2r af irrelevant:

with the word "thig®

@n line 15, beginning with the word “tchisg®
iimy 20, 1’11 do this slowly. Have you found thar!

gveryone ready? On page 12 of the prefiled

-

tgarimony, beginning on line 22 with the word

sedingg in that docker. And AT&T wasz an

ipeaking to that issue. May I make that moniss

s

E

g

inT

)
aF

:
LEM
prReard .
2_‘: w¥ e .1: ffg
S
:
:
woyt Lag
agncs
| L Re
that
b i 5
Chraugh 1iss

LEHYD
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through line 25,

t“he sentence beginning with

:

ing on

#nd

page 13, line 1, with

on page 13 of the prefiled testimorn

et

gtarting on line 21, which continues

Line 10. Schedules one, two, and =hy

sttached to the prefiled testimony of

Mr. Hearing Officer,

witness have these things struck

MR. HOSECK:

MR. HEASTON: Well, I guess

amazing to U S West. We don‘t unders

Commissioner ies coming from. It woul

commissioner has already read the tes

 already made a decision in this casge:

pradetermined what the record is aoin

know no basis for the objection. She

for the objection. Therefore, we thi

and out of line and could very well

3
£

this cage that is developed at this o

ebject to it.
MR.

HOSECK: &Anyone elsge?

COMMISSICNER NELSON: I sgec
COMMISSIONER SCHOENFELDER:

litele bit on my reasoning?

ending with the figurs

the nun

Any responge frc

and 1% :
Can 1 -

)
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MR. HOSECK: Cercainly,

CCMMISZSIONER SCHOENFELDER The

Administrative Rules of the Commissio: whirc

ceost gtudies speak for themselves. The coast

teacommendations in other dockets do not eo

inpureg into the cost model in this docke: .

e

iputs te the cost model which are unigue

=

&b

i

‘ates for LECA are determined upon LECA's membs

from those of U S West . And schedules onse.

firee are matters referred to in the strickesn

testimony. The last three are cnes that the wei

ra]

.#g2t imony refers to in those instances.
resgoning, Mr. Hearing Officer.
CHAIRMAN BURG: I'll concur
MR. HGOGSECK: Those mattars
from the record.
MR. HEASTON: I'm not sure what
hare. Is the current cost study that‘'sa adal

the Commission in this docket still

(8

And thag s

rn oeyvig

MR. HOSECK: The matters that were

her motion.

MR. HEASTON: I understand that,

- Gfficer. I'm asking for clarification whether

the cost study that is currently on file




5 .#¥ uming tha 95 test year is scill in evidenocs ia
i af rhis Commission.

MR, HOSECK: The cost study was not

% o3 Mr. Culp, were ycou able to follow the

1’ e motion?

3 A Yes.

W

And as to what was stricken?

5. Yoo . I didn’'t mark it down.

(N . Do you think you can summarize what's iefs

vioboywmur tastimony?

&% A . Yes. Actually, I didn‘'t have any of that on

i % | mY BUMMAry.

% Okay. If you would, please summarize your

I & My summary is very short. The compsany ig

B

i%  mere today to defend its cost study again., It'g the

same cost study that was presented last year and thar
#a8 filed in June, and I believe the hearing wa&s in
rober 1996. Since the remard the company hag spssd &

fia

tgnificant amount of time verifying the numbeyrs.

4 ¥

4 f¥ made several visits and many data reguests,

25

- Byough that process we also verified the inputs.

%

5 f ' There are two witnesses here today

that

#




{ andetr my supervision on the team, and tLhey were very

in the answering of data reguests of ths

:  sraff. And there are cther U S West representatives

&
Hedt

# i&@?% riiat also were involved in those regponses. &5

% | bwiiave we cooperated fully with the staff in “heir

I still contend that our cogt =ztudy

# 1% ¢ants follows the Scuth Dakota rules and thiak

nar ‘g a basis for setting cthe rates. That concludes
L EY AUMBALY.

. MR. HEASTON: I have no further questions.

5
s

#y tulp is avallable for cross-examination.

¥

i g MR. HOSECK: Staff, do you have any

‘sEd-gxamination?

SRR
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2
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% | Y M&. CREMER:

EE a. Good morning, Mr. Culp.

e

£ A Good morning.

Q. Would you explain for us what the Unifeoes

,

1% ¢ nystem of Accounts is?

& The Uniform System of Accounts? I presums

5 ggﬁg*r@ referring to the FCC Part 32. And it‘s the

43 ¢t sysruem of accounts that the FCC has established £

;‘{I
W
:

i% b phone companies to follow. This Commiseien -- I

remember what rule it is. But thig Commissts

5y T
ok 21

& adopted that as the basis of following the LS &




AiE

e

-

foi g

raed upon the system of accounts that they

Bat we wperate in that follow that same system have i

0. Okay. Are other reports based on these Par:
! nusbers? {

ounts that telephone companies should £ollow

o And vyou said that’'s required to be maintains

A The FCC requires us to maintain our ladesy ;

w# &5 it that way. And I believe all of the states !

L~

wiay or another affirmed thar, and 30 we have o5

We have one system of accounts.

A Well, the reports are based upon on ths

iedger, which uses the Uniform Systasm of

A I didn’t bring a copy of the Administes i 6

LT
e 1Y

here. Can you give me the last number agais. |

04q.
Yes, it does.
. Could you tell us how Part -- how doss Pars

i#7 to South Dakota for its books?

. I don*t know the answer.




v g
S 5

i amked the question.
3 2 Let me say -- I think I may have gui s wg !

EI backwards.
5 | 5. Part 32 1is the FCC rules and regulations,
% % iitke we have rules and regulations for Scuth

. Okay.

o A The ledger -- there’'s one ledger for =hs

x %f%@%aﬂy, and it contains all the transactions

Fowghout U 8§ West Communications. And within thae

E ie specific account codes for South Dakota. &8
¢2 1 i% would be a specific subsection of the ledgsr tnas

1% be BSouth Dakota specific. When we prepara the

rta for South Dakota, we pull that section, thoss

tfranssctions from the ledger, and that generates the

5 @ o~

5 W How do corporate expenses gsat asaigned orp

t# reiloecated to South Dakota?

& Weil, corporate expenses, generally speakiag,

ia directly assigned. Larry Toll, vice-presidest

fouth Dakota, his time is directly charged ts sSeurn

-4, @8 would Jon Lehner and other people working i

group. But as far as the people in Denver that el
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e

o

zalfeaunrd rules that

FeE e

12 _
2 euld you tell us what Part 64 ig? ;
1

A Part 64 came out of the FCC's Part X

And I don’t recall the docket numbers, but L%,
*ifies deregulated products.

the FCC put togetner for

=4 #guiated products, and it’'s the methods of how &ﬁﬁﬁz
1# ta he separated from when determining reports for
#¢ 5 making.
@ I'm going to step back for a minute. wWhss we
S F B

ki.osratlions Manual specifically expense by expense hew
tt'# doene. Generally speaking, South Dakota ig a
A

ated?

talking about corporate expenses and ycu gaid they

prorated to Scuth Dakota, how were thosge

What basis is used?

5. I'd have to pull out the Jurisdictional

.+ i bit less than a two percent state,

806 you'll

A

o

‘he silocations factors being something a little

Big

B

than two percent, but it would be specific for gnsl

accounts .

ig Part 64 required by some regulatory body?

A, By some regulatory bcdy?

Q. Is it required to be kept?

& . Well, the FCC requires us to use Part &4,

Q. And does the FCC require Part 64 removal

te determining numbers subject to separatiocns?
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N

. § & Yeg, it doe:

n

Q. What i3 meant by numbers subject to

=

In the FCC process of determination what

i L inrerstate and intrastate, what the FCC iz doing lg

g %iﬁ@y*r@ determining what is interstate. And before yo
iﬁ%ﬁ determine what is interstate, the FCC reguires us

B ¢ e subtract from our total numbers the amount chge* s

“ [ 4sysgulated, and then you -- then the FCC requires wus

1% . 1o use the Part 36 rules, or the separations ruliss, Lo

. d4ustermline what 1s interstate. And that‘'s what the peo

fuies do. But what the states dc is they take whai is

n—
el
‘q
w
iy
o
Feid
gt

that and that becowmes intrastcate.

T 0. And you said Part 36, that’'s also requirsd By

L& & . Yaas, yes.

2§ Q. I8 Part 36 the same as ARSD 20:10:287

i @ A Pretty close, I believe.

LR ¢ . Okay-

A There’'s a few exceptions, but pretty close.

H

é 4. Could you tell us what Part 69 is?

A. Part 69 are the FCC rules for detarmining

charges and taking them down teo the individusl

slemants.

0. And is that the same as ARSD 20:10:26%
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sBa

Pime, it discerns the common line based upon a 2%

b

dd

then the carvier common line charge becomes the

B

teyae the end user common line and the carrier

s

A Pretty close, almcst the same thing, I {
s iewe, almest word for word.
o boes Part 6S assign part of the JCL revenus
¢
gwivement to a subscriber line charge? i
F3 Mo . Let me explain thatct -- |
;
7 Okay. %
& ~« 1f I wmay. What Part 62 does, and nﬁiu&iig
Mg € gee 1t in the Commission’s model hers tods, L@

rdsntifies common line, not carrier comnmon lins. 144

And the common line represents

¢f the loop. And then it assigns the common

allocator in the arena. What the interstate
it has twe charges to cover that.

The first is sometimes referred to as a
#criber line charge. You're actually reading in

¢ 6% is called end user common line charge. And

after the local charge that -- the revesnuss

local charge is removed from the common lins

80 ilt’s common line and then it comes down

£ QEmOn
. And you said ARSD and I don’t think vou said

#h one, but would 20:10:29 allow for a similasz

il
A
iy
S
i1
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| 3

s o

¥ msaigfiment?

& Would it allow for it:

"

(

W Right. Or does 1it?

A T zliow for a subscriber line charge: :

trat’'s what the FCC does.

% o t guess I meant dces it have the CCL?

. { believe what 29 does in the state is

,‘.
ow

signg all of that, all of the common line cost, to
rre carriers.

. Okay. And can you tell us what is Part 44%7%

A fart 657 Isn’t that the rule-making

yais nf yevrurn and how to file your filings with the

¢y § haven’'t looked at that in a long time. i den i}

Je federal filings.

&, Would you know is there a similar

1

sipigtrative rule in South Dakota, if you know?

: A. Well, Chapter 27 does some of that astutf,

:x3's probably some other rules, ves.

0. Okay. Could you explain how the separations
farmacion gystem works?
A Ho, 3 can't. But a witness, Deborah Havek

Earr .

iyt e B R
i

. Can you explain the reason for removing the

yphone costs from the cost study?
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i

gsyeywiation orders. I believe there’s three orders.

- 2:

engation to pavphone providers. And U § Weg: and

payphones are included in Part 36. Payphones are

tgnad to the common line rate element. And the ¥SC

+% payphoene costs that were included in thosge Bare

#% analyses.

B3 3

¢tiy following the Commission’s rules, you would
pesn including those costs in common line rate.

he RBOC's are payphone providers along with mther

iized that. And the FCC regquired the RROC'z £

Yes . The FCC, fcllowing the

.

nications Act of 19%6, issued its payphone

-

they did this, they came up with the interi=

And what the FCC did was “hey gaid

their carrier common line rate by the amcunt &f

And the FCC also said that if rates were sac

game similar way in the states, that the

ddo a2 similar thing. Well, in three of U &
states, and South Dakota being one of them, we
¢cess rates based upon those set the 36, Parz &%

50 when we implemented the rate, we did ast

$E Y

What switched access rate is U S Wast
tly charging?

I don’'t know the exact number. Our repuces

7
i3
s
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smespeh answer that questicon for you. It’'s 6.35 min

Cow

Er

Fy

H
i
%
L
E

o b e VAR SR

Bat

;w38 8 yeax ago and it was again this year -- ig I

L wifascs ta aur pricing witness, Dr. Wilcox, and ah

&

# 43

I3

szveral different people. But specifically whaz

i® «lisn Lhe inputs are put together -- and,

24

S

i

5
i

cwBatEver the payphone was, and I’m not sure exachly

that to.

. Okay. And is it my understanding that veu

6

pauesting that it go to 6.47
A Ye#ah, yes.
. Okay. Could I have you turn to page sewven,

16, of your direct -- well, let‘s call it BExhibic

& . I'm on page seven. Excuse me, which Line?
& . 16. |

A Okay.

. And basically to summarize you, You Statsg

you verified the inputs. And my question is how

P14 you do that, or what did you do?

A . It's done several ways, and it's dong by

again, thi

tedger, or to the ledger reports, and I make g

the expenses and the investment I gee in ths

*r reports are the numbers that are coming inte

& 1

- And that’'s what I do for the verificatian,

a9, And then on line 17 you talk abourt You
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spo
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it

At

P

Ed

&

&

Ed

. anralyze the inputs and outputs for reasonakb

i

o
#® 32

- Aprdéd, again, I would ask how did you do than, ¥
. w#as Lh compared to?
A Well, I lock at past gtudi=ze. Ardgd I

algo look at the current ledger ag to what

iike in prior ledgers. And I shouldn’t sgay ladyse . %

don’t look at the wholie ledger. 1 loauk at the
reports.

Q. If vou would look at what's been sark
Exhibit 44 -- no, wait a minute, 36, and thatre
S5ugakind. It’'s marked for identificarien, aad
it hasn‘t been put in yet, but I want you e
page in there.

A, I have it.

Q. Okay. If you look at page thrae, Lisns

o2y

st
s

A, Yes.

Q. And he talks about he caleculated a
percentage. Has U S West calculated a similasr
percentage if U 8 West's originating access min
added?

AL I haven’t. The minutes come from D:.

=

ilcox. She does the minutes. I do

13

¢t to the revenue requirement side,

the numbers from there.

ad as

T
i
i
s

-
£
gy




ok

o

Sl

ot
Fodr

Kt

g

et

W

e

e

K

o

G- 111 ask her thar series of quzst.ons
Thare's been some discussion regarding “he "5

the Bmaller resellers. Would you have any

B

@

e

.. well, I’'1li1 asgk Dr. Wilcex that too, I'g garry

@
5
¥

‘,t
nid AT&T submit my data requ=stsg in Lhis se m¥ |
b
hearing, oxr any phasa? ]
A, Well, they submitted data redgusests 1592

year. There have been none since the case

S €%

remanded.

Q. And csince the remand hag MCI

data reguests?

oo

No, thev have not.
Has the TAG Group?

No, they have not.

. No, they have not.

Q
A
Q. Has Sprint?
A
Q. Has Dakota?
A

. No, they have not.

Q. Okay. Looking at your rebuttal £

page three.

MR. HEASTON: I was going te do

rebuttal phase.

MS. CREMER: 1I'll wait until then. ff

have a minute. T haven't any further QuUesLisns.

MR. HOSECK: Any cross by Sprian’?
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MR. LOW: No guestions.
MR. HGSECK: MCI?

CROSS-EXAMINATION

BY MR. GERDES:

Q. Good morning, Mr. Culp.
A, Good morning, Mr. Gerdes.
Q. You agree that the cbligaci

and reasonable rate?

P Yes.

model that you have testified to hers
itself produces a fair and reasonable

A Yeg, it does.

seyvices?

of slternative services?
A. No, it doesn’t.

Q. Does it consider the ovaral

aervices?

AL No, it doesn’t.

price of the service in the market it

S“ammission in this proceeding is to detarmi

5. It just follows the rulegg o
Q. No, my guestion is does it

anr af bk

Q. Is it ycur position that ths swiftshe

Q. Does it consider the price of alters

F oeha ==
congidey

I markas

G. Does it consider the affordabiliry

O,

Foy
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| B . No, 1t doesn’t.

Q. Doces it consider the impact of the prica af
rhe service on the commitment Lo provide -
universal service?

% AL No, the model does not do that,
|
3 Q. Thank you. Does your cost model =zgieb.i

|
|
|

floor or a ceiling for prices?

A. It establishes a price and & ce

-~

Q. So you're saying that it esctablishes

celling for the price for services?
A. That’'s my answer.

Q. Thank you.

MR. GERDES: That's all ! have. Frank

MR. HOSECK: AT&T?

CROSS-EXAMINAT LON

BY MR. LOVALD:

0. Mr. Culp, I'm a little bit confused By 3

teatimony con the payphone investme r . I underss

from reading page 13 of your testimony thas zhe

payphone investment is in the file casr s

stwdy . L& Bm
correct?
A. We're looking at the quegtisn on

Q. Yes.
A. Specifically when I answered

the cost study follows the Commispion ruiss. i

::QJ




{ i nriced out the value of the payphonss. P ohaws oo

2 !?raaented that in evidence. And i Bave falilowsd L Bs %
y | "ommiggion rules of what I have done. The {
4 izules do not follow the payphone order £

% g 0. No, I understand rhat. Byt o othink = %

fn .- I ¢got the impression from Mg Cremer’ s Jussii

7 | your response that somebody at U § West

¢ | payphone investment Erom the cost of switched a

4 A. Not in this study they havan’i. :
i 0. The study is what's before ths Cammi

i correct?

1% A. That'’s correct.

13 i Q. And the study produced the rate P g
14 | currently charging?

18 A. I believe that the rate we're currently

14 | charging is that study less the effect aif

17 Q. The FCC Order that ordered locai |
i% | companies such as U S West to remove the DaYRhons |

P E investment from their switched acceass

rariffs, % &
24 | known and measurable, is it nor?
23 A. Yes, it’s known and measurable
z2 Q. HWould it have been any more d:EEfiy g fag U

B

Wegt to make the adiustment and filz the

A
e

with the Commission on payphone invesissas

3% t+ for U 8 West tc add represcribed depreciati




i !

C ol oyate?
!

i AL Represcribed depreciatiocn follows fthe ¢ ales. .
; ;
é g

Il the payphone adjustwment does not. ,

£ 1 Q. Payphone adjustment was per an FOE g i ¥
| |

= i%hau correct? i
s .

& AL Yes.
§ g
§ !

v Q- Mr. Culp, I think there are a couple i
i .
£
i . . )

# 1in your tTestimony that yeou speak of price iag:
:

3 AL Can you point to where I speak srics

8 | imputation?

e
esdd

1y Q. I believe it’'s in vour rebuttail.

t2 | that isn’'t before the Commission yet. L &

ey
o

4 lehia: If U S West is granted a switchad access rate

&
x G

.4 percent on both originating and terminacis

your understanding that when U 8§ Wesgt is prie teg

i { retall intrastate long distance that it B

i7 1 the price back into its own rates anJ sstablis?

24 AW

& foy 1Lt7

it

Ly A, I am not a pricing witness. I awm

ar

4 ¢ witness. I'm here to establish cost based upss t£hs

4% 1 fouth Dakota rules.

Q. Is there anybody with U § West rchat

ol
£
iasgd
i
bl
i

o
&2

preeenting testimony in this hearing that cae

24 | guestion along that line?

&% AL There are. There are many U § West




H § MR. HEASTON: I1'1l answer that guest.on.

t,i = % % i
{ :
3l answer 18 no. And the reason is becauge iwmputa*ien iz |
% |
¢ ' 4 tol) pricing issue, not a switched accesz pric :
207 tAsue !
% Q. Mr. Culp, are you familiar with & teziff ¢ .
s« ! mas been docketed by the Commission and iag pending !
i , C o . _ , )
* P pefore the Commission in Docket TC37-1437
: i
# i A 1 don't know what this reprezents.
i . . » - :
g1 Q. Have vyouw neard of a promotional offering by
|
H T

14 . ¥ % West that has been filed in South Dakeota and a1

:% | mtates that where the company desires to offer a

rated monthly fee to its customers for unlimitsd ]

1% ¢ ynterLATA long distance dialing?

44

MR. HEASTON: I'll object to thar L@

BUEEL LE6 .

4% : Yhat i3 & toll offering, not a switched accesas

fpffaring.

s
R

5

MR. HOSECK: Sustained.

5% 0. Mr. Culp, you agree that AT&T, MIL,

F U

i ard TAG members are all customers of U § Wear an :

i
% § ewitched access services, aren’t they?
S I A Yes, I agree. |

PE (¢} You reccgllect that I believe U 5 HWaesr in
‘

3 é%%ﬁﬁ@ﬁ TC94-121 entered a stipulation with Camaiss
i

ia Dsraff;
;

5% ! A Yes.
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: Q. And I believe that stipulation wwas

—

into evidence in the original hearings ir tHh

oy

¥

fg that your recollection?

f AL Yeah, I‘'ll agree with thar.

approving the U 8 West price regulation slan
& In 94-1217? Yes.
0. Correct. Would you agree with =a

s
e

nmmigsion f£inding Mumber 12 determined that

represcribed depreciation, that that item wa
e pxpensed with no substantial reimbursemen
Wealt acustomers?

AL Finding 127

Q. Yes.

A, Can I have a copy of that?

MRE. HEASTON: Is this an ordar ©h

fookling at?
A Yeah.

MR. HEASTON: In what dockay?

AL 94-121.

0. I think it’'s either Exhibit 14

e

nriginal docket.

A The finding of fact savs a s

portion of the increased capital recovery

i
x e

o Would you also agree thet the Cowmigs

gnrared an order approving that stipulatisn and zliso

L
that

&8

¥
S

N
'L:R
by

-
3
t
by

1Y

al
i
7

s

giguitficans:




{‘M - &
b . . . e . ,
1t {depreciation) will be expensed w.th ne seres v
2 reimbursement by U S West customers.

Q. Now, you'd agree with me, Mr Culg. th

purrent cost study on file pbefore rhi

accounted for by the yeprescribed Liwvaes., & $5

H
%
!
}
i
!
} ,
i g Comsission
5 { inciudes an adjustment that brought in the rfepresqd
|
@ %dgpreciatio& lives?
’ ; A, Yes. i
i
o L. . : e st %
8 Q. And I believe Staff Witness Epnadls g
N i
! i
" 3 . . % :
@ iquantifled how much of the switched acroogs ©0 8 iLs :
.
FRA N
]
!

1y ] correct?

Bt

A. That’s correct.
13 Q. Would you agree with hig numbezs?

L4 A. Well, actually last year 1 e¢ame

2
bl

1% the same number, and I think it's an tks

16 Q. You would agree with me tkat there is

aps
2y,

glement of increased cost in that gwitah

By Sk W T e g A o
hed GgoEeags ¢

S
@

a8 a result of the represcribed lives;

i
&
¥
o
in
ey
:4

ot
W

A. That the represcribed lives -- ghe

i¢ | represcribed lives increased the deprac

ot

4% j those costs and the cost study.

2z Q. And the rate that you're currcenziy

1

A Yes.

24 Q. And they are being passed on te your

% { customexrs such as AT&T, MCI, Sprint, and ths Tas
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accesy cost model of the South Dakota Commips

- wmean I could read it, give you my opinien as a <o

mamlbaerg;: 18 that correct?

1,

A That those costs are -- that thaas o

part of the price.

Q. In connection with Mr. Gerdes’ & guéastions

would you agree with me that as we speak, U & Wesst

¥h
T
[
i

under a price regulation plan?
. I agree with that.

Q. And, to your knowledge, ars any

et

axchange companies within the state of Sauth

uyndev price regulation?
A I don’'t believe sc.

Q. Would you agree with me that the

3

tmsaic rate of return basically? Yeah, rate
regulation principles in terms of devermisgir
Very definitely.

A
0. Would you agree with me generally

2

M

R

A

#h

-
.

5

BEDCL 49-31-1.4 that the legislature hag stated char &

price-regulated company’s prices are detersisad i

methods other than rate of return regulaticn?

A I'm way beyond my bounds here. I dan & paw

it in fronut of me. I don‘t study that statuce,

aeeountant, but I'd have to do that.

. In your testimony on page 13, I think
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- ruling and the motion was the Commission gtruck

seneluded that the new cost determined by U § Weasit and
teing obarged by U S West 1s fair and reasonable

#oauld you agree with me that the only two

it ificacions that yocu gave were that, numbey ops, ©hs
sopt model wag used; and, number two, the rate when
camparaed to other smaller LEC's is lower?

A, Well, the second cne was stricken by Lhe

mmliagion,

G But so basically --

AL So the first one is based upon the Cair
wodal. Yes.

W . And that would be the basis for vour
sapnoluglion today in terms of the fact that iv'as £s53iy

- a8g reasonable?

A From a cost accountant perspective, yes.

Q. Would you agree with me generally -- weil]
#tyrike that. I'm going to start again. You werse
present during Docket 91-040, weren't vyou?

A, Yes. I testified.

. Would vyou agree with me generally that ¥ &

iﬁ@@t*a pegition in that particular docket was that ip

wanted to be treated differently than other
tevma o0f the switched access cost rulesg?

H

MR. HEASTON: Objection. 1 thought ths

o

&

=34

=




W
ke
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3

[ refarence to 91-040.

gl MR. HOSECK: Sustained.
i Q. Do vou know what the current inters:iats

4 | awitehed access charge of U S West is?

AL Mot specifically. I think you ghould ask Q¢

s ¢t wilemx LF that can wait to the rebuttal phase.

% . And she’'ll know?

Vel
=

I houpe so.

- Q. You presented some testimony in regard o ¥

46 | subgcriber line charge and how that is applicabls ig

ik e federal level.

A. Yes.

g By op Do you recall that?
I I Yes.

14 G And I believe your statement ig that the I35
Y

it
5
£

e
e
.
et
Fi

reent of the loop cost that’s allocated through £hs

5

57 switched access model is all assigned to the Conmes

1% | zarrlers and none of it is assigned back in the fare of

i% | & subscriber line charge; is that correct?

sary pet i Y

A On the state rules?

4% : 2. On the state rules.

AL On the state rules, yes.
ES Q. Do you have any information as to what

 corrasponding state subscriber line charge would ha

£ pe to cover the CCL element that’'s currently rus
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twrough the computer cost model?

S
:r“
®
?._!
Rl
4
O
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pa

rell you that on Sihmar 2

g )

e
=
e
e
&

, 1f you look at -- can I grab another

Fack heve?

Q.

n

ure.

A If you look at the cost model 3hzet 5,

st line ¢5%, common line revenue requivement ig 7. &

mitiion dollars.

Q. Do you have the information in thers 14

of the total number of your access lineg anywhere?
A. No, I don‘t. I don’t have it wWith @¢

#ither. Well, I could find access line

mut the model has no access line information ia Lt

MR. LOVALD: I have no further gueéstic

MR. HOSECK: TAG Group?

MR. RITER: Thank you.

CROSS-EXAMINAT

BY MR. RITER:

Q. Mr. Culp, I have a few questions.

wag asking you about the interstate charges
iptrastate, and apparently you didn’t have that
intormation available.

A. The tariff charges on the intergtate vwersus
the tariff charges here?

Q. Yeg.
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FULES,

£he

tham

 the access

Bocker 93

Fat e

Ui S o

OO rate

intyagtata

you know,

significantly different.

prior to that U S West had been mirroriang
¥Ul approved acce
change, we'

to affirm that

in the phase-in was kept at pretty closs

No. PDr. Wilcox will be able to

Well, in your testimony on page L2 ¥

tes all of the common line pool is assigned
er common iine charge and thervefors the
carrier common line charge ia rmuch largey

interstace charge.

Can you peoint me the line number thesre?
Lines 16

through 19 on page 12.

hat do you base that testimecny 3
information available?

Well, 8

the interstate

before

he July 1

the carrier common line rate on tha

e was somewhere around a half s can

. Wmaybhe Li

something like a half a

In South Dakota s

when we established the switched

ss rates. And every time

bhey ™4 dose

d come to the Commission snd £

Gk

and we change our tariff. Aad wigt

rules we left that, and particularly with

-108. And

in 93-108 the carrier common

Lo thE

at that time which is like .7 caenta.
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commoan Line rate is four cents. Thze2re weise

i .
:

taet mageitudes of diffesrence there. If you follaw
ral@p bt's four cents. E

o ¢o even though you're not -- you dea’'t have z
LT s i fie information aveilable that Mr. Lova

i

]

g

b

¥

L3

£
5

piasiation attached to them and that you each year

s iated the facilities that you had; isn’'t that

ald
about, do you believe that the intrastate

meg charge is much larger than the intasrscate?
The carrier common line charge, yes.

Mow, in ycur testimony you also speak oi the

% locations. I believe. Are you familiar wieh
you remember what I'm talking about on thaty
I'm very familiar with it.

After that sale was completed, I presume THas

itles that were involved in that sale had

s

Afrer the sale?
Before the sale.

Yo

&

B

o

&
e

-

after the sale did your depreciation teas
uvged as part of your cost item, did that
de

@

L&)

crease?

The amount of depreciation decreased.

It did?




e

%
#

ne

e

i

T T W
g

wy
P

Because of

‘o 50 did the

o depreciation that you ve
5 vn the cost study or cost model, is thatl lows:y
v eapn b was originally?
AL Because of the sale of the 55 aexchangsg
4epureaciavion is lower, yes.
2 in the cost model, or in your othsr
tnfarmation that vou have available to yvou, do you bav

ehe rotal number of minutes that U $ West eithay
iepalf or has sold to third parties for intrastats wus

MR. HEASTON: If I might ask Bob. what

MR. RITER: Pardon me?

MR. HEASTON: What service are we talking

ghout heve?

RITER:

Do you understand the quertion firer,

Mo, I don‘t.

What don’'t you understand aboubt i1§?

Well, the minutes that we sell to ehird

sarcies. We sell switched access. That's whaty

W

P /

That's other wholesale offering and has Lssn
zince 1964,

o, Let me ask it this way then: oOn zaawe of

= e
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pgrexent

M

and some of the study results that faves hes
in this file, it shows the overall
t receives from the switch=zu acress wzage

Y o

Can you show me where?

The overall iuncome? This ig whas [ have

ed is a cost study.
I understand.

And it does not show income. I3 doss adgt

ghiaw revenues. It shows costs.

Q.

S¢ standing alone, what you're telling ws

reday Lls that the costs might be one doliar and the

income might be $10, and so you got a §9 net, and i

dgossn’t

A

follow

st the

- rha neu

0.
sarrect

A
rate of

Q.

make any difference to your testimony what
that the consumers of South Makova hs

B¥g ©8

1 believe if you follow the rulesa and vou

the U S West proposal, we arg setting the 7k

cost as defined by the South Uikeota ruls
is that the rates egqual the costa

Lo

And the costs include rate of racurs

?
Return on our investment, which would be
return, yes.

But wculdn’t it also be trus thar

e =
(O & o

Wik ;

i
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A

'wii: Be the actual revenues less the actual cogtg whan

5w significantly in excess of what your rate of rst:

e e st

w.yvely looking at cost, doesn’t answer Lhe incors RBarit |

i
s e souabilon necessarliy? J

A Well, under rate of return reguiabtion

st :1ities marn recurn on investment. If that’s zhs {
i
~mse youw've talking akout, there 1e a rate of réaLuzn |

s the cost study, and that would be the incoeme

-

-
e
&
1

;4 be projected by the cost study. It won's b

answs up on the ledger. What shows up on the laddge

thes raten go into effect.,
0. S0 what shows up on the actual ledgeyr could

[ 5 e 44

b AP LS ST e

E I

otherwise prescribe?
A Mo,

3. Why not?

B ]

A, It should be the same because of the theovry

!

tha model and the theory of rate of return

juiation.

2. I presume that -- well, strike that. AS pare

twe cost, does U S§ West cost, using that term &

¢ of a verb -- does U S West cost the access

el wo?

)

= iv@elt as part of the study?
& . Yea, it does.
- And so when you have ccomputed the gost

that cost result would apply not only te




5 %%ﬁd;viduals such as my clients, the TAG Growp. bhun it
» éwﬂméﬁ alsa apply to U S5 West itself?

: ; A . Yes.

& ; a0 So that would mean that as far as Internaliy

4 West would receive a rate of return on X percent,
& 1 1/7% or 11, on what it sells to third parties and

L siso what 1t uses itself?

% AL I don't know how you can make that cag lasads
8 : ke other.

i E Q. why not?

pms T

4
oo
.

If these costs are put in place on tha

» access product, U S West will earn a rats

L around 10 percent. My cost study shows 10 %4
i 4 % It's a return on investment. The access tha:
% %%% salla itgelf will be to the U S West toll producs ,

I} 5 West’'s toll product will earn -- zhe

#=arrings will be the revenues less those coasta. SHhas

i

fern on investment they will make, I don‘t kaow.

1 Q. So the U S West toll products are

iutrease in cost because of this access rarte

sy

A, That’'s correct.

e

Didn’t Mr. Lovald ask you earlier abeout &

that was made recently and Mr. Heaston objac

beacauvse it was a toll cost?

T

=
=
o
.

HEASTON: Same objection. This iz nat 2

CERER R

D—




el

,ﬂ
s

gt

e
[

h!.i;

Lh

it i om e

tall docket. This is & switched access daok
MR. HOSECK: Sustained
Q. Well, Mry. Culp, to datermine what
by way of access charges, you losked at ihs

charges that you were going to receive f

i3

£
e

parties and also the access charges that yawu

o

receive from U § West, didn‘t you?

AL I did not leok at revenuesn.

Q. You look at costs.
Al I lcok at costs.
Q. Dr. Wilcox is the revenue person?
A, Dr. Wilcox is the pricing persarn.

- she

have to tell you. This is not a revenus. 7

4 revenue hearing. This is a cost hsaring.

 present a cost study, the costs. You divide

minutes, or the ways you’'re going to callege

¢omts, and then vou determine the rates,

tggatimony.

Q. And Mr. Heaston indicated aariisre
#ave a witness here today, to your knowladgs
- going to talk about revenue?

A We’ll tell you about how much arces

R ey

shouldn’t say what the hearing is. My tescis

Lt

L

£
= e

e

)

1R g

may know. I don’t knocw what she Yaows,

will be generated. We don‘t have anyone hkers s

B

e
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about how that affectes toll cr how rtoll i ¥afei

G. But when you talk about ageesgs ¢

(i

im that access revenue only consgidersd revenus

receive from third parties such ag ATET, ®mIL. £ S 4
A. When you follow the cost =ndal, ths sas %

model develops the costs to provide WIS sarvics i §§

West and to interexchange carriers.
line 4% of the model, if you lock on

aof the model, you’ll see the revenus

17.8 wmillion for common line and you

@lements. That is to provide MT§, f
provide MTS to U S West and to the intes :
carriers. And you divide that by bBoth the ¥ 8 #ess ¢

minutes and the interexchange carrier minutss

,,,,,

you get an indication of what the accsss

minute is, which is the bottom line s

F o koo
E Lh&:

Q. Well, when we talk about sinucrss,

ask you questions about minutes bsfore and

#8id you don't keep track of minutes:

Y
A. To me, my responsibility in

really -- you know, we put the minutss ap =i

right before, right behind line 4%.

Q. So tell me again where we ars.

which would have been attached to &=

A No, that’s Mr. Begt's cagt madgsl .

by
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Q. Wouldn’t his be

regulc?

A Ic!

Q. AnG

%

at my testimony from last Ocui~ber

T'rm saying the revanue

similar to vourg as

8 in thes same order

what line are

$F

you t
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But what is this charge showing? AR

or

ok

ahowling Part 69 toll revenue requirement s

¢ we revenue tLhere ig the total revenue gum. Hud

AR £ TR, ST

we provide lots of services. And when you pub

SR

ene enntaxt I was talking, you have te add tota

et

tavanue of state reguirement. Does that include

e

toeal? No, that does not include local.

W

Q. So this shows -- down at tha Boiton

what just about 445,000 -- 445 million?
: AL I think it’'s 445 million.
Q. And does yocur exhibit show how masny
lw%uld be U S West minutes and how many mifgutes
others, belong to others?

A Dr. Wilcox will be -- is prapared
" ghe has the answey to where those minuteg
 ?h@y include both though.

Q. She would be the one to ask about

LREY
AL Yes.
Q. And on the right-hand column, which ig

apparently I, Column I, other, is that in fre¢

air?
A Yes, I have that.

Q. What generally does the -- are

thae access element of minutes and shows the minubd

s,
gF
oo ek
£ & e
i B ¥




R

: ¢ pecinded in tne other column? !

: A Generally speaking, I believe that'ag privaie

H %i;%m fr’as not what part -- when you go [Lrom -- 1h@g@%
% E%%&E@w tne FCC rules, and with the FCC rules you taks
% 16 and you put it into Part 69. The Fart 3% is !
; ‘
& iiﬁﬁ \urisdictional separations to determine those, and
d %%ggg £% is the actual rate elements. Once you get Lo
%@ jurisdictional separations, you take octher thin ?

4 { wwue like, local and stuff like that.

Q. And that doesn’t enter into the acceéss

FALE

HE Q. That column, the other column.

il A The access rates that we are hare by

i % common line, local switching, and
;€ G So the answer to my question would be, 55, if
3 aees pnot? '

£

3 A it’s not in there. I'm sorry for heing

- wardy.

il Q. That‘'s fine. Why does 11 o©of theg -- ®B&

22 | af the expense that's termed other apply only to ¢

o
ﬁ\

=

#% § incralLATA as opposed to the interLATA?

L3 A. I believe it's how the model handles privave
3% ¢ 1ine, and the model takes private line and pusghssg ic




%,@i% it rabATA . The other thing to remembsar ig
5 .iiy¥ .. on interstate basis 1it's dil{ferents than ths
e ;e n Bawis and particularly this state's basis whers %
% 2 i 6 West it reallv doesn’t matter if it’s intral
4 imr6arLATA. We have minutes of uce of both of tass
£ [ spgt come into the model, and you're going to get Ths
s | pame answer regardless where they show up.
& @. Well, the fact that it really lookeg like i%
# | mss to be paid by intralATA revenue isn’u really a7
Bt A, That what has to be paid?
54 ; . Well, the other column. The other coluns
gwams all plcked up by intralATA revenue.
E K. The other column is not picked ugp by
t4 : anyrhing. All we are doing is picking up commoen ligs
4% ; 1! mwitching and transport. Other ig what 18 nsg
% (pieked up, along with the informatiocn c¢f billing and
% eallsctlon. ;

£

Q. Bur vet when you go over to the Part 14

i
-

v, @ther is included in that as far as revenus

H-

veguirements, isn’t it?

A, Other in the Part 36 basis is congidersd

That's what's local. We don‘t chargs. Ha

Y

rake thogse costs in here.

3. I think one of the questions asked

- saviiery wasg whether you had the separations
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[ SERBABER AYE separated; is that correct?

i

B3

W

w F
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&
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F 2

4

- wa# answered, but that was something -- oh, it wag &

- wowld be the expert on the alloca.ions process?

Bt
o

srion, and apparently you don’t know how these

]

2

s A ST T

A ] didan’'t say that.

J—

Q. A1l right.

& { know as well as anybody in the room

8

e

A You can go back and find the questisnn That

sarations Information System, which is an interstarse

§

i# 1 that we use to report our costs to the FOU

M e s

t# a#n expert on that, and she’ll explain that when

g’ s on the stand. That’‘'s for interstate

peparationg. I am the expert on this model.

. All right. So as far as allocatlan, you

w 5 g

B . Of what the model does or what? f
0. Well, yes. Like I'm lcoking at Mr., Baest' B %

gheet H which is attached to his testimony, whidh

apaut intrastate, and it really allocates --

- - APPRAYSE L0
#iiocate the expenses amonygst variocus Categosyias.

A That ‘s what the model does.

o, Okay.

A . Yeah.

Q. So then my guestion tc you as fay a




b e T AR B b RIS

~at jon figures, are those allccation figures of

§ cwrrmntages, are they included in any of theuas |
segulariong that reference was made ©o eariieyr, o©f &ré
5 ' Tmess aomething that U S West has determined

taynally?

% A No. They come right from the Fart 36 model

cHar the Commission gives us, or the mcdel they

wk
e
Loy
i

Aue can I elaborate on this? Do you mind?

- 9. Let me ask you a couple more gqussgstiops

tieaml . Okay?

5, Okav.

2. Are you familiar with a rule ralgtrive Lo

$% i priving for the switched access that states how :ths

3

t4 :aligcation should occur and what percentages?

#E

A . The rules do that collectively. ‘They

fe | des:gned to do that collectively, and they’rs

zegf-gtanding rules because they came from Part 38

has been around for years and yeare and yesss.

Ly, Q. Are you -- never mind.

#ige. Now, just a couple more things. You had

recelived no data requests from MCX, o

*E)x:’nﬂt: f‘:’:‘ﬂi &
#¥ 11t truye that a representative of TAG did 5:

# %

s

¥
W
T

that timez




R e

. A Mr. Jerry Noonan dig show up irn

1t met ask any data reguests. I offered him gaver

LEaE . ¥ said, *The staff is here

el

sking data

We're resgponding to those

e

nave data requesis, please give

e

4 1 rever ashed.

5 . 8o you were providing information to staftf s

T He Fima?

# A 1 would have to Mr. Noonan if he would

e saied,

B MR. RITER: That’'s all I have.

i3 MR. HOSECK: Dakota?

3
e

n ok MR . MARMET: No questicons.

830 MR. HOSECK: Ccmmission analyst?
i
MR. BOLLE: Mr. Culp, ysu st i
L % restimony that the deprecia~ion expetge far &
; §WQ¢§ haa decreased as a result of the gals o2f ehe
. gﬁxshﬁnges. But on a per investment basleg, mag b
% Eﬁ%@r@ciation expense decreased or increased?
£ Al Well, it staved the same because of vhs ssais

1 MR. HEASTON: Just a wminute, #r. Cuip. &
§2 i mave a little problem with Mr. Bolle asking g

1t the cother questions have been asked by AtLarne

b 's
£
[—
=
i
AF
-
A
n

Mr. Bolle, wants to practice lawe, Hmavbs

- should become a lawyer. And asking guesticss
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i

&

3

=5
&
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E

&
&

LomOE i et

[

~ontessted case such as this is the pracrice of lLaw
ung therefore, he’'s not an attorney that I know of,
and thearefore I would cobject to him asking guugiisns

MR. HOSECK: Your cbiection will be noted
s as peacord. Mr. Bolle igs acting on behalf of tns
Temmisglioners in asking technical guestions.

MR. HEASTON: Would vyou affirm for vba
yerord, Mrp. Hearing Examinexr, that Mr. Bells is not
strorney?

MR. HOSECK: It's my urderstanding.

MR. HEASTON: Thank vycu.

A Did I answer your guestion, Mr. #Balle?

MR. BOLLE: You said it remsatined Lie
thie cost study?

b . Well, when we -- what we did wirth ths wais
gxghanges is that we eliminated -- the cosy W
12%% test period. The 1995 expenses had an
inveatment. And what we did was -- and rthe sais
sexchanges took place on June éan, 1996, 89 thae’'s g

«f period. And so we identified the expensges

agsaoccliated with those exchanges. We identi s

including depreciation expense, and we ldent

EE

plant and service, the gross plant, and ws

s

the accumulated depreciation.

that was for the sale of exchanges, and
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MFE. BOLLE: Can you address Exhibit &37 Tii
tu fre data request. It says provide WOrk papscs
ss¢ting changes to depreciation and amortizal.in.
& tan somebody provide me a copy of cthat? I
‘v kpow what Exhibit €3 is.
MR. BOLLE: Could you go to Attachmant © o

st ewxhibit? I bhelieve it’'s C-2.

& I'm there.

MR. BOLLE: Can you explain that sgchaeduls?

%
k3

. athar words,

when you come down to the bottom &f £h
#e, written in in pen is intra 78,736,4%2 a6
ssvestment and for the state depreciation annual imtes

£.1310,247. Can you explain those numbers, and wha:t

%% Lhat mean?

A, The 78,736,492 would be the depresiabls

iavestmant associated with those 55 exchanges.

MR. BOLLE: Okay. So would that lead mse

%% limsve, then, that the remaining invesgtmen: in

smchanges still owned by U § West would be the 117

78 million as far ae investasnt

#
R I )

?

'957

5. May I say subject to check? I could go

what the 117 million

well, ask again whar ©ns

117 willion, what you think it is?




: MR. BOLLE: Is that the total invsstzent of
L2 & Wwat lntrastate at the end of '95 and tne sale of

5

Does it remove the 78 million, or is tae 7§

)
b

“asiitien Les what's left after the sale o exchanges?

o, I don‘t believe that's what this is. § 7 g

n is, but it’'s nowhere

what the 117 mill

[ H
0

£t the investment, the remaining.

E MR. BOLLE: Yeah, you know, I don’'t kuow whii:
% g i mither, so I'm asking, you know, what ig ig% I

i% ! mean, just understand it‘s got te be flushed out. I
: was confusing to me. And the next step ig what

¢4 1 %.3138,2477 Is that depreciation expense of cthe

ssning exchanges or depreciating expense of the

4 | #Erhanges that were sold and that ties back

e ioaks like 9,140,0007

P4 : A What I don’t understand is the 9,146,008,

+?7  weat [ do understand is that the intra -- that he

4 | peryson that actually put this exhibit together g in

MR. BOLLE: All right.

2% ¢ AL $o I can get an answer to this.

MR. BOLLE: Okay. We can leave that far aow

53 . shsa, 1 guess. And go to Attachment B. And thig
¢ ! sppears L0 be your represcription of depreciatics

ravtex, And can you give us sowme insight as vo why
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&
g

3

i

&#

drastic changes in those rates? In ochery words

&y
fpat:
e
]
=
o
s

he account 2211, electronic-znalog, a lifte has

-om 11 1/2 years to 5.9 years. There's gume

s
&

«aders that have significant changes in ths

e
"
"
E
#p
P
cH

#htech have a tremendous impact on the expenge.

i woandaring 1f you can give insight on those. and

seps’'sm Like 246 of them that I have concg

o
s

T I3

gt

"
WA w ik s

A, Actually, the expert on that is in the roos, |

and you would get a much better answer than I

£

MR. BOLLE: Okay. I’'ll def

[0
o
oY

2
%
w
a3
ohd
&3

v that expert then.

AL They were not scheduled witnesses, but

sve experts that would be available for that so.

MR. BOLLE: Who are they?

5. Well, on the depreciation it‘'s Mr. Bill

right thers. And the person that actually put

sther the Schedule C-1 is Jim Phillipe, and betwesn

and Rill, I don’t know who did C-2 but ic-a&

B BerLshen

P L hosd Lwo,

"MR. HOSECK: At this time I think ws’ 1l

I e
e B Ty T

a2 preak for about 15 minutes and resume with © ke

it 3

gusstioning of Mr. Culp.

CHAIRMAN BURG: The question I’'d have fig

1% are you going to get the information from cham




nnia e e rm sermmatan .

Pasrs 11 part of your testimony, Cr are we Joing to see

spn Lhe stand?

(2 ? MR . HEASTON: We can do it as part of Mr.

;ipte bE that's preferable,

- CHAIRMAN BURG: Then I guess I would prefer

£ 1 3% trey could get this during this break.

§
1
¥

MR. HEASTON: We will see what we can do.

(AT THIS TIME A SHORT RECESS WAS TAKHEW .}

o5 MR. HOSECK: We’ll go back on the record at
(41; fO A E ; ] T s
b MR. BOLLE: With respect to the schediuls ws

1% L were diseussing, have you had a chance to get with youl

andd come up with some reasoning and alsc the

% [ gd:1ffsrence on the numbers?

e

k. Let me handle the difference on thes numbars

:# '3 think that was the first question you asksd me. Whe
1% ! vou look at the sheet, this is -- and you look at

solumn where it says 12/31/95 investment ansd it tova

b

jixd

£73 117,904,000, that‘s a total state number

¢

B

MR. HEASTON: Which sheet in Exhilbit &3

kS
i

B I'wm looking at Attachment C-2. fo chag*

i

£4 i t7,%94,000 is a total state number. Apply a

i% | saparations factor to that and you'll get 78,363 56¢




t
s ast wowili be assigned to intrastate. And the sane
s i spins 16 the right-hand celumn where it says intfi@ﬁét%i
b %@? 2,110,000, and I believe t%e number above thatl .=z
i %% P4%, 000 :
4

g é MR. BOLLE: Okay. And what dcoes those

rupresent now? Is that the total intrastats

fan Wb

é%%@ﬁ@imﬁﬂﬁ in intrastate depreciation for thosge &5

g nanges, or what’'s left by U 8 West holdingse after
¢ i ske asale of those exchanges?

i MR . BOLLE: It's 55. So that is L

v ¢ spiustwent?

A . Yag.

}
e s

s 8 1 MR. BOLLE: 8c would that allow me to

B i iyewa, then, that the 117 was the total U 35 wWestc

i

sentment for all of U 8 West exchanges, or jug? thisé

5% AL Just those /5.

&

% % i MR. BCLLE: Okay. With respect to Eched

s

¥

! pbelieve it’'s a one -- or, no, Attachmen: E te

exhibit, you’ve made significant changes Lo nous

% i Lywes. And I understand you’‘re saying this is & resail
i3 et a veprescription, but could you explain some of
%4 ! lsgic behind those lives changing that drastically?

£% 1 A What I can explain to you this is the




4 i from the 94-121 docket. This is what wag in
E 54.121 docket. This is the schedule and it
¢ wspiaips the rates., The 2-1-96 column of this 18 f{ron
E 137 docker, and the old prescribed were the rates
were in place before then.
3 % MR. BOLLE: So?
% & . Thig is what -- when the Commission acceptsd
é%@ ;1. this is what was in there.
2 é MR. BOLLE: So are you saying because that
§ éréi wae agreed to, stipulated to, that these rateg wers
, é@ tuded in that and therefore they don't have to ke
W 4 ‘ sseed now? It's a closed issue?
B B f'm saying that this is what the company ha#
| Bopking is the 94-121. I'm not saying what
% et isn you can or can’'t answer, Mr. Bolle.
iw MR. BOLLE: So can you tell us why theue

4 changes took place?

L f‘m not an expert on why they did. I cas’:

- AwWsf chat .

MHR. HEASTON: Those lives were part of thsa

r: 1 3% doeketr. They were considered and discussed. They
s ! ays the Commission’s prescribed lives. They're alsoe
3% i

tives the Commission recently reaffirmed in the

@ - 184 doeket., Bnd, therefore, I don’t see what

 purpose there would be in relditigating the lives at

%




g Loy 1+ wa8 not an issue in the coriginel heariig
dackzat: and, therefore, we would objiect to any

ioes on that basis.

g ! Wi, BOLLE: I have no guestions.

He ., HOBECK: Commissicners?

- COMMISSIONER NELSON: Well, I guess I csn

% Westr took the position before Judge Ziancer

would accept the 5.5 cents in October io

the same matter U S West was willing to

: § sply the six point -- no less than 6.1 cent. i
in other words, my guestion is why does the U B
; rakes opne position before this Commission and thasn

LY ey position in court? -
i 5 & % A well, I didn’'t participate in the courti.
r 3% | MR. HEASTON: I'm going to object to that
P& ; zmt o, We took the same question before thias
g smignion of 5.5 and 6§.1. We agreed teo abide by whal

i@ ens staff had done. The Commission rejected zthat.

v

was 5.5. We explained in Mr. Culp's

we haven’'t tazken an inconszsistcent

gition, 80 I object to the question.

-

MR. HOSECK: Your objecticn will be notsd,

I would like a ruling on ths

MX. HOSECK: The objection to the guestigs

Tt




2}
B

sezsd Sy Commissioner is noted for the reccrd and
e har@les 3L 78 Overruled. Thé witness shnould answer £
i

i ES Tue 6.4 18 my cost study numbexr. Tha scvaff
% % s 2 year ago and had a number of 6.15 cents. Iin
& i in that case, I tried to put some bounds
‘ % AT&T Witnoes Pat Parker as to what was -- 1f you
- 22 all the agtuff that she called flaws, how much
f snmae flaws -- 1f you take them to the extreme,

w wuch oould you lower the rates. I did not -- I did

5.% ae my position. I was just trying
souags around to guantify her "flaws® in ouy
ard rhat was the 5.5. The company position iun

sf Judge Zinter, I can’t tell you. I did not

seipate with any discussions with the attorreys as

: #% - well, that’s not quite true. I didn't -- 1 had

o o with fhe 5.5. In fact, I didn't know

w28 our position in front of Judge Zinter untii I

the trangcript. That was something that the Souri

spople and attorneys had developed. That was

T
Rl

spaltion. So I wasn’t asked on that issue.
24 4 COMMISSIONER NELSON: I guess, then, I wouild

% 7 sike to kaow 1f U S West was willing to accept the & .5

5.5
P% P wamts on the switched access charge in ceocurt? Does
i% ° Bhave a study, a cost study in its pussession whiu




sms {ited with the Commission which fustified the 3.5
e £ oy 7
& i have my notes from last year. 1 want

that . I could generate a cos

[a]

study that would

o
i

5.5 cents by eliminating somne adjustments and

making some changes to some traffic factors. The

ok
Lt
43
-

fimary one there is the represcribed depreciation, RS

& it wam basged upon the staff position in that case. i
5 { answered your question. I mean do I have «ne in

gospgesion? No. Would it be hard to put one

o,

COMMISSIONER NELSON: Well, not necessgarily

£

8 L w 4 you be the only person who had such a -- wauld be

i% | msving a cost study like that. The gquestion really

Hy-

B & ar did U S West ever have a cost study that wag
e that justified the 5.57?

F & . The 5.5 wag my quantification of those

i & f;&@a%ﬂé that AT&T have there, and I did it with the

and it was a cost study. I never printed i:

& b

and I have the computer model. I don‘t Enow

st
i
.

lwsyg shat one from a year ago that has the §.5.

e

recreate it, theough, from my notes.

AN COMMISSICONER NELSON: Thank you.

2

&

CHAIRMAN BURG: I just have a few, I think

&

por]

>
P
o

guastioning from, I believe it was Mr. Gerdss bun




R

s

s

113
Lt

D N

Pom st Teal sure. if the price established --

H
=

rnswssring one of the guestions you said that the pri

Feak
1}
e

sstabhtishes a ceiling for the service. Do

vou remanber
;%%%3 gueghaon?
§ & Tes.
i CHATIRMAN BURG: Would this allow U § West to
% s# Below that ceiling if they so chose?
% &. ! believe the guidelines of the stipuliation

% the 94-121 docket would allow us that flexibility.

CHAIRMAN BURG: Would it allow U § Wazat Lo
s different price te U 8 West customers than

s charged to the other carriersg?

M&. HEASTON: Again, Commissioner, I have 15

terpuse an objection because that’s an issue on ths

ii prieing. It’'s not an issue cn what the cogt of

o H A

are and what the price of access should be.

CHAIRMAN BURG: Well, T'm having a problem

#it® ER&Y continuous objection because we have gn awiul

St PSRN Y TR

a8 pestimony from cther witnesses that are talki

05

the effaect on their bottom line, andg there i3

£23 43

ior in the record also that talks about that

r

@ nne Of the considerations we should make whar

b3
#4)y

‘fect on othexr customer’s companies and what the
¢ m»n the customers are. And I probably am nec

¢t draw the same narrow line you are betwesn wharo




:«

g

M

&

5

% 1t and what ie switched éccess. But to me :L'8 &
22 fmor np bEhe cust-owmers is what I'm trying Lo get atl.
t¥ i % Wemsm:, through this process, is ablie tu«

ret3s a different toll price than what some of the

smsanies will be

switeohed access, I think it has a very

that wa need to know about.

¥R . HEASTON: Well, I disagree with

wou have to determine what that price is Ii
rules. 1 mean that’s why you did the rules
& %1 37:02 makes it very clear that the price is

ting to the rules. Now, we stipulated in 12

6B

i a legal gquestion.

ey Lo comment on an imputation, which is

11y # legal question. He doesn’'t do pricing ¢

¥ o«

He doesn’'t do pricing fcr switched acceuss.

t2lling you what the costs are.

CHAIRMAN BURG:

sther than objecting, he is an expert witness.
HE- B i X

gqualified to answer because it‘s a legal
I accept that.

MR. HEASTON: That would be my obhijecti

o

o)

1%
paxiy
(S
i

case then.

i

CHAIRMAN BURG: That leads to ay second

aELion then. You indicated that you are 3 pric

L.

Really you‘re asiking

93 o

it

i

required to charge if they a

aCLud.

i

And I guess based on that,

L8

impoertant

R
R

&

o &

Hy

A




&5
sagiatsd company from another guestion from

& f{ pbslievs that’'s true.

i

CHALRMAN BURG: And then you also said that

ig a rate of return methodology; is that

That's correct.

i !
& CHAIRMAN BURG: Is there not a conflict there
1

HRLACE

? MR. HEASTON: I object. That’'s, again, a

gquestion whether or not there’s a conflict

swgsn the stipulation and the rules and the

% st at lon of paragraph 15 of the stipulation,
z gpecifically this Commission adopted, which said
% 1% ¢thet'a how the price ceiling would be determined
P4 tks oost model, which is5 a rate of return cost
e I CHAIRMAN BURG: Right. And I mean I

rEazand then. I understangd the inherent conflicis

, and I think that's one of the things ths

sisainon 18 going to have to struggle with because I

treve there are some conflicts. I recall both

arively and rulewise U S West advocating pricing

!

istion. But it appears to me that therz's a

fight here to set rates based on rate of




irED Hes PR

-3 A

W

7 . Ang 1'm hsving a real hard time, you know.

z Z&%*@%gi%ﬁg with that dichotomy. But I zccept, 171l
v, ossrept that.
z M. GERDES: Excuse me, Mr. Chairman, may I

HOSECK: Yes.

MR. GERDES: Mr. Hearing Examiner,
“hajirman, I think the other side of this issus has
s heard. What we’'re talking about are evidentiarw
sr ey Here, Mr. Heastcn is objecting saying that

b

nie expert ie not qualified for various reasons,

PF pesnkes that Lt's a legal question or it‘s something
£% ¢ sigw.  But I would submit that the witness then can
& youw . Mr. Heaston can’t tell you.

1% 0 I would submit that the Commissioners ars

st [ wutitied to ask their questions. And if the witneas

. # "t know oxr if the witness is not qualified, thes
s & v witnese snould tell you, not Mr. Heaston. aAné 1
£ hat position for the reccrd because I

? the Commission is’“os1pg some relevant

2% here that Judge Zinter has said is for this

#iesion to decide, and that is whether or not the

¢##t¢ i¢ fair and reasonable and to take into

tion all these other things, as the Chairmasn

ths impact on the customers and those kinds of




St

e

o

i
P

&
%

(f thig witness is able to answer tnose
seroLans, hBe should be entitled To answer those

and

not bhecause he’s

a cost expert and not

BREBEL .

BHGER T

the guestion.

If he knows the answer,

If

he can say.

he doesn’t know the

i, he wan say he doesn’t know the answer.

I

He

= !

guhmit

that Mr.

Heaston-is trying to control what

thigp Commission is going to get, and I would

Lhat's improper.

HR

HOBBECK: Mr. Heaston, could you restate

MR. HEASTON: I object on any interpreratiosn

# l#gal ionterpretation of either the impact of the

&

lation or the impact of the rules and any coaflich

il

waan ¢he rules and stipulation that is inherently &

-

isterpretation. I'm the lawyer here for U §

f'm the one that has the expertise and can maks

“i@ion, not Mr. Culp. And sc my objection ig oo
Bauig.
#R. HOSECK:

What I'm going to recommend hersl

in this respect,

gudglion, I would

v
1¥
il
%
el

grLon’'s objection.

in swch a manner. that

25 the question may ask =z
sustain orx
However,

Mr.

recommend sustainiag

Bl

if the guestion can




<ap

P

st

S

i

o sngwer it Ls explored in whatever else hs's ablae

i based on hig ability, experience, zxgertise,

#hs*ever, that the matter be approached in thet =msnner.

CHAIRMAN BURG: I guess I will respond simpiy

s¥ing -- and maybe it'’s a:prerogative of the
#iguion -- that for my first question I think it's
important that I do kno& when we're making the
igion, because I believe we gc beyond just the cos:

#ud the decision in the rates we set.

a¥e Lo look at the impact on companies and on ths

imars and the effect of rates on Scuth Dakota.

I think I would like an answer even if it‘s

i
tata-filed exhibit as to whether U S West must impute
ts theiv tell customers the same thing as what the

xygesd for switched access that they charge for the
¢har vesellers or the other companies that they ssll
I think that’s very pertinent to what we de here
i'we had different kind of answers, but I don‘'t care
it'e answered. That’s something I need an answery
i my decision making. I711l leave it at that.
A couple other gquestions. rior to ths
tzmengation by U S West cf the 6.4 cents switeohed

im July? Do you know, Mr. Culp?

A I think it was in June, late June. I don't

I whink we

Ok

e




5%

rhig asxact date.

CHATRMAN BURG: prior to that time anyway,

sreally the price that'’s in effact right now;
4 coaprect, 6.47
o A Yes.

CHATRMAN BURG: U S West's switched access

wag around 3.14; 1is that correct?

&, Actually, I think it was closer to thres, butl

iwe s say 3.14 TLO make it easy.

g CHATRMAN BURG: Was-the 3.14 centg a rate

 mat was put in at U S Wwest’s reguest?

vE A fc was a rate that was put in as a regulr of
b we93.108, which U § West was a party and signed

at ipulation which this Commission agresed to.

ScHUATRMAN BURG: Was there a study at that

srnat juscified 3.147

aw‘ﬁ A, Mo. The study at that time justifizd & rate
; cants.
5 CHAIRMAN BURG: Did the 3.14 recover the loaf

iporemental cost for U S West?

5. 1 don't know. I don’t know what the long rin

camental cost 1s.

CHAIRMAN BURG: I thought you 8aig¢ you wavrs &

Ll

=%t persoan’

& . vhere’'s two differences here, Chalymar

ot




-

4 gt @ i1'm a financial cost person. I lcok at f&@%

3 % v nf Lhe company. I look at the actual cocstisg, zﬁ%

3 coety and like I believe that the cost lar :

i | sms sarvler common line is four cents based upon the ‘
{

s | reesisation model. Where were you to talk to an ?

ﬁ nmist who likes a forward-looking TSLRIC cost

¥ é they will tell you that the cost of TSLRIT is

% 2% f will tell you that it’s four cents.

CHAIRMAN BURG: How are we supposed to

Well, your rules are based upon embedded

And that was the arguments that you hksasg

* S

e
e

o

e

and everybody played it up and they had thsi

s
5

And the one that prevailed was the embedded

s
i

gtudy. )

.

CHAIRMAN BURG:

You’'re saying that you d9 ﬁJQ
if the 3.14 covered incremental costa?
i g A I can't -~ no, I don’t know.
i CHAIRMAN BURG: Do you know 1f the 3.4
L A a financial hardship for U S West?
e A, I don’t believe it did.
g CHAIRMAN BURG: Do you think that the

- ‘raates & -- constitutes rate shock?
i4 A it depends on who’s. ' buying it and what

patterns are and what those companies’




sowidenrial ~- I would say if the only thing that

& %fm% fe buying 1is intrastate switched access argd you
» © 3,4n°'t uwsee private line and you didn’t sell interstate
i

& | anid your product was just to resell intrastate gwitched

%mw@@g@, and your cost went up 100 percent, veah, 1

14 may that'’s rate shock.

CHAIRMAN BURG: Let me ask it this way. Ans.|

courge, you said you couldn’t answer that. But L&

Weat had -- hypothetically, if U 8 West mugt iLmpuis

e their own customers, would that be rate ahook

9 & West customers?

s ! AL i1f we had to raise a rate by 100 percent?

5 wouwld depend on what rate we'yre changing by 100
# | meyeent. If we were to increase local service by & 160
% | peroent?

L& CHAIRMAN BURG: No. I'm talking abeut the
¢nmil service because that’s what this goes to,.

i B B . 1f we were to increase toll service by 1464

% ¢ psreent, would that be a rate shock if we were fe g6

troem 10 cents to 40 cents?

CHAIRMAN BURG: Yes, if that’'s what it would

I guess what I‘m saying is if you move from %]

I ocd
Er i fay gwitched access charges to €.4 that you have movad
i %Fﬂ&& to, and that has to be fully imputed to vour aws
PR sustomers, would that be rate shock to

thoua




b
; ik

wHEEowars LB your estimation?
A . I don‘t believe that all of that price

cacrasse will have to flow through to tell producst. ipd

5.8, 1 don't know 1if any of it has to.

5ol CHAIRMAN BURG: Was U S West being mede whale

3.14 vents? Do you know that?

£ A I'm going to say no. Do you want me te
B o wRgisiA?

. CHATRMAN BURG: Yes:

A . I would say no because we'’'re not here in

< L

e R (5

it rate issue like you handle with electric utiiiz

t¢ ! and szewstimes you handle with us where vou actually

2 wg bring in our full set of books with all our i

L4 and services. You know, that would be

% P sowsthing where we’'d be made whole. We would have all !
;

8 osuy pricing and everything in front of you. This is ?

% Lwhaet I would label a single issue. You know, LE‘s

1% switched access. ’

CHAIRMAN BURG: But don't we have fulls

£% @ pilwegared, you know, regulation right now where

e

PHEAT |

Lo

thezge need to be broke down?

A, Yes.

g o
&7

: CHAIRMAN BURG: So you're saying if they waps

l&@i rgcovered there before -- let’'s see, I was v

bq,':'

ing

remember. I had one other gquestion. I don'¢




L

w @R Faep F LU now,
COMMISSIONER SCHOENFELDER: Well, lat me Swst

: swiiaw up on the vate shock lssue. What is rate shock

% L S S = 1+ ipLion?
A ! don't know. That’s really my honest

ft'as subjective. 11t's subjective to the

i beliave. I mean, I make buying choicez where

& prices were out of line because certain

i e rate shock. And it’'s just as all of us

i { balieve my expert opinion, I don‘t know what
et hw. f think it‘s subjective. I think there’'sg

sages where 300 percent is not rate shock and

ty wmmere 5 percent is.

COMMISSIONER SCHOENFELDER: Okay. Thank

¥y, Culp, I want o go back to when we reopsned

i record and when the Court sent it back here in

#f this area. One of the things that I was really

concerned about after the first hearing was

Lhy

#f that how much firsthand knowledge ycu had of the

into the cost study model. In other words

'

ically

thig w3y 80 just bear with me and let me ask vou to

te¢ us what you’ve doneg differently since the

hearing insofar as confirming or verifying

sfgrssation that went into or was included as inputs




~J
e

g
peto the vost gtudy model. ;
& Okavy.
COMMISSIONER SCHOENFELDER: Have you done
;

wring diffarently, and can you play that out mors
s L simatiy for me, please?
w3 A I think the differences are as the company &%

& #hasts,.  What have I done differently? I have

» i vmvifind more numbers. I have looked at more numbers.

R

~« { verified all the data responses that went

Fo B sl

ts the gtaff. Several members of the team that put

gethey the original study had moved on to differantc

and 80 we had to bring new people in, and I wasz

¢sontinuity for bringing them in. And two of them |
4 {wi:b be witnessges here in front of you after me.

£ ' Thers was a significant amount of

% i swvifivation, a lot of it stemming from the staff's

gy gt ions as to how in depth they went. As far asz

i# | wedificatlions for checking transactions, you know, dows
pe ol # trangactions level, I did no more of that. I gaw
pe |

rpgponses that went to the staff, but that was -- il

the ledger. And within the finance corganizatios

L X Y

manage our monthly operations and we ses the

By =peve and we see varianceg, I'm involved irn that sn a

basis. If we gsee something we don’r:

% &

it explained.




e
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e
&

o

e

¥

- w8l Bow would you find it if there were some

73

i e e e s e

Uaually we're a large enough company that

oo
b
el
ik
v
.y
s}

fairly consistent with minor exceptioas, &0

]

swaan minoy axceptions we spend a lot of time studying

f:auying what's going on and what wasn’t there. Dur

it

reranue attream doesn’t change significantly month o

%

And I'm talking on a South Dakota basig, act
iwat sn a ¥ 8 West basis. So what we did differsnecly
#ar Lhat we gpent a lot of time responding to the

gvatf. They forced us to spend a lot more verificatiss

tuptr bacause we were dealing with them.
COMMISSIONER SCHOENFELDER: I want to a9 bhach

te mewme of your testimony where vou talk about ARMIZ
st e and ARMIS data self reporting. You did explain
abvat Bome kind of auditing. That is an external audic
tnrat to done on some ARMIS data; is that correct?
A, That's correct.

COMMISSIONER SCHOEN%ELDER: So the comforcs

{2 there. But nationally now, I know just

becauss of some work I'm deing, that there isg

]

Eomey 1oda

£

sgriong of ARMIS data and the validity of ARMIS

@

o I think my gquestion to you is if some af ohi

#eta were not accurate, do you have a way that you

id verify that? Especially, how would it show 53 ¢]

“-= BOG

I's not saying someone made this incorrectly us

eyt




s

g
Eg

P

2

@@ Back and match ARMIS to the ledger.

- #f that 1s a restatement of that ledger. 1It‘s &

g
7 &
et DNSTani AR NTUTHE st A )

Mhat I'm saying is if there’s an error -- ¥

ro have a Lovely habit of transpcocsing numbers.

¥,

b

t1iia happens ls there a way that you can verify tnpat
¢ i@ an error in the ARMIS data cor the inputs that
iakn bhis cost study? Could you explain that to @

ritela?

a

& Okay. Well, there were some erroxys intos thsz

ghudy . I mean staff will get up and talk about !

srrors they found. ARMIS, I've never done an ARMI

#¢ . and there's different ARMIS reporta. You have

ro# wxplaining it. I know the FCC went teo great

ine and they are still going to pains to try £6 put

kg and balances in ARMIS. It’s their verificacion

tn make it a more effective tocl.
I know that, from the company perspective, I

Seae, home bag

tw¢ me ia the ledger of the company and the ledger

vty of the company. T think what ARMIS is for ma

1& snother report of the ledger that somebody -- when

talking about the financial part ARMIS, ARMIS

iw#t more than just financials.

But the financial pars
&0
tool for saying, well, there’'s the cowpany’s

It's on a public database and everybody can




rd

b
3%

i

e

e
Y

Fal

#uditing this week. They do it on an annual bagie.

s g E

i

i1t the

wditing Part 64

T 8

FS
%

k)

e ¢ e

darabase and bring deown the reports, laok T e

&t

and they don't even have to ask the company.

can just go get that data.

It has an interstate twist to it, though, aad

interstate separations twist. And people that

i+ a lot know that and knows thaet that‘sg there. Buy

trom the ledger of the company. it is audited

loswing the Part 64, Part X docket, that came ocut of

The Arthur Anderson auditors are in the

they're veally auditing is they audit the ledgey

inm a different way. Arthur Anderson is alss aur

synal auditors, I'1l1l say,

for FCC reporting purpugss

the board of directors of the company. 3o thay

ledger in that endeavor. Here they're

and ARMIS. So they're looking at

s what's on the ledger and here is how it s put

-

ehhe ARMIS system and here is how it's catagorized

thoge acoounts in ARMIS.

COMMISSIONER SCEOENFELDER: Thank you. An

&

£l

t g0 back to some questions Commissioner Burg

#gd y¥ou about making the company whole. Isgn‘t

roehead accesns,

that cost study, &

that portion,

©f what you need to recovex to make the COBMPATY




T e

.

&

sl mn g isn't that one piece of the puzzle? :
& That's one pilece of the puzzle.

COMMISSIONER SCHOENFELDER: Okay. But you

&

P dudntt know LE 3.14 cents -- 1if the company was noet

s e made whole wnen that rate or that access charae

5 ] in place? I think you told him you didn't knaowe if
; made the company whole or no%, but you didn’e lsok
# st t% ip the overall aspect. Surely somecne in youy

swiiy does that.

5 5, Yeah, it's me so I can't avoid the guescieon.

¢h . fe zhe 121 docket, in the 94-121, that was & make whals
§ & £ £ :

I waole. In that docket we weren’'t made whole. #We fsii

4 shart of our cost of capital. But it was significans

e¢grees, and so the company accepted the stipulatien

with the staff and was willing to work with thae.
- When it does something like that, the CUMpEDY

i% 12 maying what is our position now as far as revasu

- mean we iuplement our rates. It's revenues

Lo EhHe

CEWDANY . And then the challenge for the company

é-’"
& B,

iy fweil, okay, is that the level of revenues ws

44 | then we go back and manace the conmpany and we Lyy g

tentrol other things or use other things as ws de et
#% | eempany. And that’s the way we take this and puc i=
4% %

ia. We did it. We weren’'t made whole with 12%,
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# &
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COMMISSIONER SCHOENFELDER: But 3.14 centg,

e

it ¢our bestimony that it did or did not make the

whele at that time?

A Mea, it did not. That by itself did not.

COMMISSIONER SCHOENFELDER: Okay. Then would

‘% %% esnts make the company wheole?

& . Wall, the honest answer is I don'ht know.

o
ffa )

: We'd have to go back and do a full revenue

uirament of the noncompetitive pot in South Dakots

make a determination based upon that if that would
#5%k8 us whole or not.

COMMISSIONER SCHOENFELDER: Thank you.
#hat'as all I have.

CHAIRMAN BURG: I have one additiocnal ang o

Cf3liew up. Which docket did you say establiished ths

o4 Is that $83-1087
A Yes, sir.

CHAIRMAN BURG: And I was involved at Lhst

‘time in which U S West requested the 3.14, to ay

knowladge, when the cost model indicated it couyld g
something over six. Is that accurate?
h. I don’t think that’s accurate. 1 think tha

gripulation requested the 3.14. I don't thisk i%

Juze maybe it's semantics. I don’'t want

you about it.
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54553, "#He, we don't want that. That would bhe rate

A Well, I think there were a lot of dynamics

that were involved in it that some of than

st gven in this room. S50 when we bhrought the

N

t4# I8 what we're requesting of the Commigsion. fg:

ii was -« iL's the stipulation that I'm referring ceo.

CHAIRMAN BURG: Given the same arguments ERaZ

‘fe making for the cost study now, I =zan‘t imagine

the same parties that are justifying that cos:

- #twdy would say that it should be anything but that

- prEaey Phan U S West.

A, That was a gquestion?

CHAIRMAN BURG: What I'm basically saying as

staff was defending the cost study at that time gaid

the request for less than that did not come fres

;ezaff, as I remember. It came from U S Wegt for chs

A Yeg, that'’s correct, true. It cams from O

¥est and the other parties. S5taff went into thar

iy EimE

it wag justified at the six plus. The stipula¥is:

CHAIRMAN BURG: I recall, though -- along
tmer Line, I recall when it came up was six piug. ¥Yaou

in that docket. And there were a lot of ather

ipulation to the Commission, cof course we waid, veab,

2




k%% representing a phase-in tc five cents. I masn

stified, would constitute rate shock. Do you recall

tastiminy. 1 can’'t remember.

S

3

4 now and where they were then, a lot of it stems ¢

i

o

EL

sviders And I think our position and the POBLT Lo

£
Eag

ihe other parties. We were -- back in the

b2

wasg My, Bolle’'s testimony in that docket.

CHAIRMAN BURG: And if I recall, U 8 ¥

gE

i

at the time that six plus, which the study had

1

A He, I don’t recall that at all.

CHAIRMAN BURG: I think that‘s in some

& . I don't recall U S VWest ever éayiﬂg that, I
gon't recall.,

CHAIRMAN BURG: And subject to check, 'm
to figure out what has changed szo drastically &ﬁ{

it ratve shock then and not rate shock now.

A Well, first, I'm not going to let You gay
+ think that was rate shock. Okay? Because

#lieve the company said that.
CHAIRMAN BURG: I accept that.

A I think the difference of where the COmpansy

L
Act of 1996. A lot of it stesms
4 5 West's pesition in the long distance market %ﬁ;
grate as a provider of s@itched access for thogs

H

garlisew
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‘=¥ impng distance have actually just gJone arcund us.

‘+mat long distance carrier, so they go around our

{ thay buy that PBX there’s telecommunications

e o845 link vou in with MCI, we can link

xSRI LTS

rwate we were worried about keeping switched acceas.

zhat we have found is that the significant seiler

I mean Gateway 2000. Gateway 20200 hasg 3

5

iveta line link to a carrier. They have a direct

#% . They don’'t use -- they don’'t buy switched acoegs

wgh uwas or their rider. They have a direct link tea

wetwnrke for the vast majority cof their traffic.

The same thing with Citibank. Citibank has &

#tseet link with the carrier,. and that ties right ista

PBX. And so we’'ve lost some of the significant
tavyge Puginess. I think the state of South Dakats is

the same thing too.

Probably every business that has a PEX, wk

S
&
b

ingulitants that can provide assistance to thase
unications customers saying that you buvy this BEE,

you with AT&Y. !

was @t the TAG members. We can buy your toll there,

t&n go around the U § West network. We don‘t have

pay thoge long distance providers. We don‘t have o

switched access. We’ll buy a private lina Link

#
ks

rem U 5 West or do one ourselves, usually fuet buy the

2

rivate line, That market has changed. I mean wis juss!

I RIS GO A
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E%

Csme that market growing. Throughout our 14 states we

‘=31t pay a higher rate?

. af% @0 eatablish contracts. We're probably talkiag
- amsut medium and large-sized customers. The small
 fuatomey probably doesn’t -- you know, I don’'t know

' whers the threshold is where will bypass makes seass

. o€t ing of private line then, part of the significang?

| 8% ME. HEASTON:

83

that private line growing.

CHATRMAN BURG: 8o what we‘re saving ia the

e of this will be only those who cannot bypas

i

§

& No, no, no. All the carriers can bypass.

ALl the TAG people can buy private lines from us

E-

whare Lt doesn’t., We’'ve lost the significan:s 1

amer to that though.

CHAIRMAN BURG: Part cf it will be the

&, Yes.

CHAIRMAN BURG: OkaQ. That’'s all ! have.
MR. HOSECK: Does this prompt any redivesc?
MR. HEABSTON: If I may, please.

REDIRECT EXAMINATION

w8

Q. Mr. Culp, you were asked a question by

ag

Biter concerning the nature of inter and intrastars
iatgalATA. How many LATA's are there in South Dakaera?

k. Gererally speaking,- we say there‘s ons




4

it Dakota.

i a and on a comparable basis, how much iaterLATA

e
-

tegnfifle ta there?

%

& Intrastate?

L Intrastate interLATA.

A

,
A

A Well, if you look functionally what thare is

rere’ g basically very little next to nothing

.
2

, The cost rules in the cost model, do thevw
o

% produce a revenue reguirement?

A Yes.

&, And does that revenue reqguiremant red

&
L’;.L
]
&
i
4

4

$ [ eset to providing the service?
5 & A Of providing that service, ves.

B 0. And so that in the sense it being mads

% { dees that revenue requirement and the price that is

e
B

i% | sssoclated with that, does that make the company whois

1% ' in providing switched access service?
p8 | A. In providing switched access servics, yas.
] MR. HEASTON: That’'s all I have.

€4 COMMISSIONER SCHOENFELDER: Mr. Culp, to

31 ! follow up on what Mr. Heaston just asked you and in
32 { making the company whole, just so it’s very cisar

4¢3 jms, 18 switched access subsidizing otheyr gsrvices asr

34 { other services subsidizing switched access? ig thaz
¢% | true Or not true tc your knowledge?
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Cwhar gubae

and smeryvl
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whean

#EY Lo,

5. OR

;
s' e

wogld it

wnuid affact

{ agree that an access increase would

2y

noL P

t think that if switched accegs is rios

vael of the Comwmission rules following, vou

cost allocation rules and the price

tion, then it’s below cost. Are there other |

that U 8 West provides that would be abave

ain costs like that? i.e.

Like

a subsidy between those two that toll weould be

ng access? I kind of fall

out of the boat of

idizes what. I mean services are above S0sk

ces are below cost. "And then to say what &ars

and what are regulated and what ars

aed? I think we’'re getting in -- I’®m eut

of
I get into that.

COMMISSIONER SCHOENFELDER: That's okav.

MR. HOSECK: 1Is

there any recrossa?

MS. CREMER: I have a question. It's a8 pig

RECROSS-EXEMIKNATION

EMER :

Would you agree with me that the incresss

the intrastate costs of the vesell

T and
imputation purposes?

Would -- I'm sorxy, I'm just slow today.

inelgde - -

increase the expense to resellers and irx ths

EARE &y ARE




g4

st s ion -- in an imputation analysis?

o Wwould affect intrastate costs of the

cetimra in U 8 West for imputation purposes.

% a3 Yoo
| o Okay. Can U 8§ West Company long distance
% 1* istm a call across the LATA boundary as the

P pzanllieve can?

# A, Mo .
& 5. f have one more, I think. So then what

5 Taftser on U 8 West, then, this increase?
5 . Well, U 8 West has the majcecrity of the
&

18 @ wmonld yse that accesgs rate becomes accegs <ost to the

sute@s, When you look at the 440 million minutesg,

# pertion of our company, yes.
v B Q. And the effect on the resellers can bea
L B #swhat by doing interstate?
3 & A, Yes.
¥y | MS. CREMER: That’s all I have.
b E MR. HOSECK: Any further recross?
24 MR. GERDES: I have a follow-up, if I may,
i3 smisnioner Schoenfelder’s qhestioning.
i REDIRECT EXAMINATION

"y¥& telling me if you can’t do that, then the sftf

ity of those are U S West minutes. So ginca we

4 Kave the most -- this impact would have the most

Ehe

affuac

B
B G




a7
 omy ows SZERDES:
a. ! may have misunderstood you, Mr. Culp, but

b
Ed

w54 say that there is no subsidy built into the

wradel under the South Dakota rules? Did you just

gat in response to Commissioner Schoenfelder’s

On an embedded basis if we charge the rate --

s | +4 we sharge the costs that equal -- excuse me. If ws

svas the vate based upon the cost, we would be .-

Wy
i

12 smesra would be no subsidy with that on a fully embedded

s Frmsnoial cost basis.

e be Well, in your testiﬁony in the last hearing

¥ L es this about a year ago in response to questions thar

& 1 awmuxed you, you admitted that there was a subsidy, or
% shose Lo call it a contributicn, but there wasg &

#idy bullt into this toward the local loop.

& . Can you show me the testimony, pleassa?

% % G. Yeah, page 32 if somebody has a transeript.
% %% didn'y bring my transcript with me.

% MR. WELK: This is for the hearing Octeber
E ? and 10th, 1996. Did you say 32, Dave?
# f A . What specifically are you referring to,:

v Gerdea?
& o Excuge me, I don’t have the correct refarsncs
B * T &

i'm going to have to go back and look. £e13




P witndraw the guestic ) right now.

£

ME ., HOS. JK: Is there any further rezross by
asny wihay party?

(I RECROSS-EXAMINATION

553
R

3
X
’gg
[
o

& A 2 Yes, 1f I can follcocw up on the answeér you

- 44#% to the Commissioner questions about your -- [

E

£ ¢ vou didn‘t concede the change of position, but i
5 s5 of the increase in the access rate, the repults

the stipulation, and now you said that wasg due Lo

£t position in the toll market and alsc becauss =%
- Telwcom Act. Do you recall that?
E A Tes.

b4 3 . And you talked about your position in vhse

=11 market, but you didn’'t explain how the Telecom A

L

s
s
S

I

% sffected your position. Can you do that?

5 7 A The Telecom Act is a general answer. I wmeayn

i*m got a specific expert on company policy on that,

i8 f mwr § will give you a general answer. The Telecowsn Aot

ey sieally is changing significantly the way U & Wasg
51 business. When we’'re required by federal law to
i3 Lundle oux loop, sell those unbundled parts of suyp
i¥ 5k and when we're required by law to rezell all &
% ! rwitail gerviceg, including toll,

that has changed our

e
®

v iop in all our service, all our toll, all

-




n

;g

g

&

g

it has changed cour position significantiy.

& an
U oW e

o Well, let me ask you a mcre specific gussi
¢ follow up on that, and if you don’t know the answer

gay B8O, flut doesn’'t U S West perceive the Telesg¢om Act

#% regulring generally a reduction in access charges

 mscause of your obligation to offer unbundled network

sisments at prices lower than that are not prebased

T

gecesyrmined prices?

MR. HEASTON: I'm going to objec¢t t& thkat

&

 s#uyeation because it is a legal gquestion.

MR. LOW: I was asking about the company’ s

Tiay. I1f you don’t know the answer --

&, I'm not.
MR. HOSECK: The objection isg overruled,
A . I'm not the one to answer that guestcion.

¥hat's & public policy position as to the priziag

garvices, not should we be using embedded cpsr,

2wid we be using TSLRIC, TELRIC, or that sort
gruff.

MR. LQOW: Thank vyou.

MR. GERDES: I found my spot. <Can I gst

P
G

@
%
g
e
&
e
¥

-

MR. HOSECK: Certainly.

FURTHER RECROSS EXAMINATION

1

a2¥ MR. GERDES:




Az

g

Q- Mr. Culp, I‘1l1 show you page 32 of

sramarript and it ends --

nd, but it ends about a page and a half

L oning.

I‘ll show it to you in

of

&

But if you lock at page 32,

a8t ion la,

line 1%, the

so we'll agree

a

it’'s a way of finding a

i3ttt ie sxtra money for paying for the local

LOGp.

i

B2

%

W

i3

B

#

D AKSWET .

tt'es a contribution towards the local loop. ITa

ne ig talking about the fully distributed costs

tzg the Houth

Dakota model, is it not?
A 2% percent of the local loop costs are

imz luded in switched access following the rules of ths

v

st Dakota Commission.

et

& fsn’t that a subsidy?

5. That’'s your term, not mine. I don‘'t eall

You called it a contribution, did vou nec?d

. That’*s what I called it.

MR. GERDES: Thank you.

MR. LOVALD: Mr. Hoseck, may I agk several

MR. HOSECK: Yes.

RECROSS-EXAMINATION
LOVALD:

@, Just as a follow-up, Mr. Culp, becausge I

i you've been asked this question a number of vi
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%
#

o b

g

s

E

a3

ot TS ittt T

gow testified that the three cent rate was not covering
sme cost of providing the switched access service; ia
Y8558 Correct?

A Correct.

£ That is if you consider the cost ia definesd
By thwe Commission’s switched access rules; is that

-

& That's correct.
. and I think in your testimony -- ia youy

restimony you indicated that the curraent :

i3

i

&n
ki
&

‘ra charging and that you're requesting be
is 6.4; 1is that correct?

& . Correct.

Q. And about four cents of that is the CCL;

ieox, has testified in previous proceedings that

A Correct.
. And the CCL is what you are telling

ordes is the 25 percent allocation of the sosgt

iecal loop; correct?
k. Well, of the nontraffic sensitive plant,
is generally the local loop, ves.
o Would you agree with me that I think asathse:

West witness that, you know, is here, Dy. Bart
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AT

<3k

e
F =
IE A¥EY
[
:

.
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L

%4
B &

g2

4 gus incremental cost to U S West of CCL is zeva”
& i think we should let Dr. Wilcox testify &

syt [ think the answer will be yes.

o And if you take that testimony and you add

stper piece parts to the switched access charge

15

s #till below three cents; correct?

A Well, if you take 6.4 and subtract four,
T down to 2.4,
0. ¥You made a statement in the 121 docket thax
#e8t did not receive sufficient revenue to covey
=f its costs; is that correct?

A . That's correct.

& Were you a part of ihe negotiations in thég
dockat?

& . Yag.

. Do you know whether any consideration wag

swvme 4p the discussions, the negetiations in Lhat

ra U 8§ West Directory publication reveanues?

A . By the company, no.

o By the Commission or the Commission staff?

& . I’ not aware.

-

-

MR. HEASTON: I want to object to the

st inn because the imputation is something that

wag
solved a long time ago and it was not a part &f ig,

it‘s also beyond the scope.
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E

P BRY ME. RITER:

i eharges. Would you agree with that? Do you ramambsy

saat tnqulry?

gﬁ%%?iﬁkiﬂg. I don’t want to drag this on. I want

e cnoperative. To follow the cost allocations of

! gervice and it must pay an imputation to the

- rpwsvey, the rate of return for you of 10.5,

MR. HOSECK: The quéstion has been answeyrsd.
ME. LOVALD: I have nothing further.

MR. RITER: I have a couple guestionsg.

RECROSS-EXAMINATION

e

Q. Miss Cremer asked you about cost to U § Wes:t

;14 this new access rate be enacted -- or it already

s snacted, but should it be approved and you would be

5f the major payers of it because of your noll

&, The way you described is so different than

t would describe that. And I don’'t want L b8

L

thig

wmiagion, which was in a cost allocation dogker whiel

1% zeparate than this toll, is an emerging competitive

% Pl

mpetitive pot for toll service at that access

FaY 8 Dkay?
g, 8o you’'ll have to pay a larger share of the

on anyway, larger amount rather than shavze?

A Yes.
0. And, obviously, that would also include,

ar




e

g et

: @

e

B

k2

¥ have LO impute more of the expense to tolls,

hen i@ that something that U S West is going to havs

¥ insrease those charges?

%53
sis

the rate of veturn is; right?
A Well, rate of return is the cost of capital.
£ty a4 ocos8sl to us. It’'s a cost in the cost model, and

s g included in that rate, just like it is for

. 0 you're paying yourselves more but yoeu'rs

i@ getting a return on that, aren’t yocu?

&, No, no, you're mixing themn.

Q. Let me ask you this question then. 1f the
i1 gharges costs are going to go up as you predicced,
&,

A Toll charges, you mean tcll ratea?
3. Yes.

AL I didn’'t say toll rates are going te g0 up

8 dWest.

. I thought you said -- okay, you knosw you

1t say that. But you did say that in responges to

Cramer's question that because of the imputatias

Wiy L

8. I angwered that, didn’t I?
@, How did you answer it?
A Isn’'t that what I answered?

. You said yes; right?




%5

5 % & . I believe so.
& 80 i1f you‘re going to be imputing more <23ts
8 tfhat particular product, don't you have to considssg
% % “Kar ¢y not you’'re going to increase the cost of
E % Bat ta the consumexr?
% : £ The key worxrd there is consider.
| & %o you‘ll probably just absorb that and snor

reage Lt; and, in fact, haven't you filed a dockse:r

gt kg apecific rates for that?

B i1 don't know.

MR. RITER: That’'s all I have.

HR. HOSECK: BAny further recross?
3¢ MR. HEASTON: I have none.

P CHAIRMAN BURG: I just want to follow up 9% @

| gqusstion from staff. If I remember right, when staff

&

i)

i seked the question that you cannot do interLATA eallinsg

' #2 that you could not mitigate some of the costs as

st pey c¢ompanies would, wceculd that be accurate?

=F e W

5. We don't have that tcol to mitigate costs

ehnat other companies have.

e
# R

CHAIRMAN BURG: And it was also in her

2@Lion, it was indicated, that resellers do npoo Bave

£ ¢ ibkis limitation so they can mitigate some of it
4 interLATA calling; is that right?
2% 5. That’'s correct.

H
i
H

B
1
%
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e e AT, b T

v Morth Dakota by a reseller, would they be abls to

witngeas showed that North Dakota and New Mexicea, shie

CHAIRMAN BURG: And ycu agree?
A Yeah, 1 agree.

CHAIRMAN BURG: Would that be true in Horth

L Oh, gee, would what be first?

CHAIRMAN BURG: If it were an interlATh wall

T #*

s
ow Ml

=mitigate it through the call to North Dakota?

A I'm not understanding.

CHAIRMAN BURG: Well, what I think - I'®

 surs whose testimony because I deon’'t have time to loosk

E

1t wp, but ip somebody’s testimony -- it waa a U

hey classifled as similar states, had higher rates

twman Scouth Dakota?

A, That’s Dr. Wilcox, in her tsstimony shs gavs

‘f
ey

i
-
;

CHAIRMAN BURG: So if that’s the case, Lf v}

pagelley

were making a call that originated is Bouth
ftakors and terminated in North Dakota, thers would bs

as; mitigation of the costs through that call; ig thae
A, Nm, that’s not correct.
CHAIRMAN BURG: Why not?

& Because that call from South Dakotas to Horch

# Hesg!
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13

14

lé

18
19
20
21
22
23

24

25

Dakocta would be an interstate call and bs govs By

tha FCC rates.

CHAIRMAN BURG: So they would act smessgd s

g & West? If it was to a U & West cusgtoms

8. ')
‘“‘"

not need to pay the U S West terminating €4&¢s

i
&

Dakota?
A. No. They would be paving the intazrgiasis

tariffed rate.

CHAIRMAN BURG: Which may noet shew

A

gwitched access rates in North Dakacs

pre
b £
aF
g
iy
an
78

&

vyou're telling me?

A. They would be paying -- wg file sari

3
R
Eges
i
v
i ¢ 11

the FCC just like we file tariffg hers, 1 1508
interstate call, it's intergtats e

under the jurisgsdiction of the ¥Fedsy

“«w

Telecommunications Commission.

call in South Dakota would bsa

awitched access rate. And if
North Dakota, it would be trs
federal interstate rate, not

rate.

The state rateg trhat

for intrastate calls. Intrageses

to intrastate calls. In ovther woHrds,

originates and terminates witchis




G sgedy

i

R CHAIRMAN BURG: Which is not governsd by

W
e

%ﬁb the FCC rules on that?
# A That’s right.
% : CHAIRMAN BURG: That clarifieg it for ms .

CI MR. HOSECK: Are there any more guestisng o

{
&
g
4

* i thias witness under any theories of cross. recress

& | fodirect, anything of that nature? If noc, this

&5

‘witnags may be excused.

£

We’'re looking at taking a break st thig

k2 : im time for lunch and reconvening at 1:00. We*ii B8 1w

A&
2
§3
m
i3

ik o (AT THIS TIME THE NOON RECESS WAS

4 | MR. HOSECK: We’'ll go bzack on the rees

% fthis time. Mr. Heaston, you may call your ssxs
¢  witpess.

~edl

MR. HEASTON: Call Ms5. Kramer.
& DEBRA EKR2MER,

5 % called as a witness, being first

oot
£
e
o
.
i i
2

was examined and testified as follow

0

ot

DIRECT EXAMINATION
4 §{ BY MR. HEASTON:

3 Q. Would you please state your name.
#4 A, My name i1s Debra K. Kramery.

38 | Q. By whom are you employed?




;’.‘a)&
@$y

A I'm employed by U S West Communicalions.
0. And what is your job with U S HWest

muttioations?

<

& I‘m an accountant who analyzesg Scuth

[
Ft
g
3
sy
4

syat iong, and I'm also the company’s subject matter

pé et on other post retirement benefitsg.

5 (22 What is your educational experience

suiground?

I A I graduated from the University of Nebras

aha with a bachelor of science in business

i administration. My degree, my major, was in
& unting. After graduation I passed the OPA sxan.

W
e

;@%&ﬁ before and after graduation I worked feor CPA

o

firmg. At these firms I gained the experiencs

o
)

Hefe@#gary Lo get an active permit te practice as &

i gertified public accountant. After my jobs thers I

% on to private industry. At that point in nime I

ihanged my status from an active permit to practies o

4ot ive permit,

I then went to work for U 5 West

sunications in 1987. I started out as a COrporatse

i

:k supervisor. Then I went on to become & financs

e

»1¥8t, a regulatory finance analyst, and theg to

o

#  KLarvier Market, and 1991 I came back to regulatery

%%  fissnce as a finance manager.
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mranion staff,

pded to the

Lea
i Wwhat was your purpose in filing tesuimany in

CRRE T

I evoordinated the on-site audit of tihe

and 1 also reviewed and coordinsted

the data and data request responses that ware

Commission staff. 41so I'm hers o

uritde

LTS
£ n(

oath that the company’s books and records

ordad on the general ledger and as adiusted with

sywma adjustments and then included as inputs intg

#pat model are true and accurate.

Sewr

& . ¥You have in front of you what has been marks

#5ibit 3. Is that your prefiled testimony in this

Yeg, it is.

Do you have any correcticns to make te that

Ko, I do not.

If T were to ask you the questions centained

hat prefiled document, would your answers now be

BEme T

A . Yes, they would.

MR. HEASTON: 1 will offer Exhibit 141,

MR. HOSECK: Any objection? 5

Being nons, it

&
&

be admitted.

MR. HEASTON:

I bave no further quesgtisns ;g@:
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" wmuid nffer Miss Kramer for cross-examination.
| MR. HOSECK: Staff, do you have any
sypas-sxamination?
CROSS-EXAMINATION

8% ®WA. CREMER:

! &, Good afternocon, Miss Kramer. My name is als
( ®iss Cremer, just spelled differently. Just spslled

2¥ly. You said you coordinated the on-site

taysat igation that staff did. Do you know how many

+r8 or how many documents -- let me ask two
gue gt iong . How many hours did U 8 West emplovess
- ¢ezofd in this on-site investigation?

& . in excess of 1,100 hours.

£2

Do you know how many dccuments were progducsed

¢Bis phase of the dockert?
5. Approximately 10,008 pages.

M8. CREMER: That’s all T would have. Thagnk

MR. HOSECK: Sprint?
MR. LOW: No questions. Thank you.

MR. HOSECK: MCI?

MR. GERDES: No questicns.

; ¥R. HOSECK: AT&T?

MR. LOVALD: ©No questions.

MR. HOSECK: TAG Group?
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MR. RITER: No guestions.

Mp, HOSECK: Dakota?

HR. MARMET: None.

MR. HOSECK: Commissicn? I think that

tudes this witness’'s testimony.

REDIRECT EXAMINATION

&% ®® HEBASTON:

. in following up with the staff’'s question,

pe Tommission staff?
&, 107,

MR, HEASTON: That’s all I have.

#wR., HOSECK: Are there any other questions ot

MR. HEASTON: None from U S West.

MR. HOSECK: There being none, you may be

» sedusSed. My, Heaston, you may call your next witness.

MR. HEASTON: We would call Ms. Havyek.

DEBORAH HAYEKXK,

called as a witness, being first duly sworn,

way examined and testified as €follows:

DIRECT EXAMINATION
%@f wE. HEASTON:
. Would you please state your name.
& . Deborah Hayek.

wany data requests did we receive and answer from

i
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t #y whom are you employed?
g & t'm emplcocved by U S West Ccmmunicatrions.
W And what is your job with U S8 West
& % i am meparations supervisor.
& g What are separations?
& daparations is the allcocation of cost te
% i imtszetate and intrastate based on the FCC Part 3§

o

¥ou were here earlier when Mr. Culp

fied?

e

A Yon.

And you heard him explain what Part 36 ias?

A Yeen,
9 And was his description accurate?
E Yos .
2 % G Would you please describe your educational
P& %“ nEignee background with U 8 West?
§w o A . Sure. I have been employed by U & HWest
5 ons for twenty-nine years. And I started my
4 in operator services, holding a variety of

in that department while obtaining a bkachelor

.z Omaha. In 1982 I joined the Division of

ffepartment as a separations supervisor,
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¥T a& a geparations supervisor I was the key plaver

s4ia.ning the data requests from the National

nge Caryler Asscciation audit that was conducted.

zenisined the separations inputs that U & West uses

i HECA pooling process. The results of that at

4

2

£} e favorable. Later in 1992 and

Lime we

'93 I

sieapvyed 4 committee within the Separations Organization

Ex

redesign the information separations, the

3t iong Information System that U S West currently

Ay .

o And what is the purpose of your testimony
taday?
& . I"m here tcday as a separations expert Lo

¥ou that the Part 32 information that enters ecup

12 deparations Information System,

o
W
oy
i

EE1

e

which alse

##f&# Lhrough the Part 36 program, is accurate.

o e =

taat che Part 316 program which produces the subijszet
paratlons data is the input source for the

cAL LOB,

we

the cost allocation manuzl model .

£ You have in front of you what has been marked
Ezhibic 32.
A Tes.

0. Can you identify that?

A. This is the testimony that was filed on ny
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e
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e

=05

o Dlkay. And do you have any corrections te

o that Cestimony?

A Mo, I den't.
& 1f I were to ask you those questions in that

ument today, would your answers still be the same?

. Yag.,

MR. HEASTON: I would move the admission of
A B

MR. HOSECK: 1Is there any objection to the

of this exhibit? There being none, it wiil

. With your responsibilities to review the

and to run a separations procees, did vou

iy orv attempt to verify the data that is

A Yes, I did.

£, -=- in rthose studies?
& . Yeas.

MR. HEASTON: I have no further questions.
MR. HOSECK: Cross-eéxamination by staff?

CROSS -EXAMINATION

2. CHEMER:

o Good afternoon. Could you explain to us how
besparations Information System works?

& . Basically we bring in through a mechanized




:% | #sparations. And through that M-15 form it get

srassses he Part 32 accounts and Part 64 accountg te

geparationsg Information System where the Part 64

13

s swrmusts are subtracted from the Part 32 accounts &¢

%

s a subject to separations result and that f£lows

the Part 36 prograum.

£ And when you do that, is that in accordance

36 or Part 6972

i 3 &, That's with Part 36! the FCC rules.

& How does -- and maybe you already explained

s

B i B How does Part 32 and Part 64 data entey bthe ZIg9

§ A Ukay. I'm sorxry. Partly through a

kamized program that has been develcped for us, #e
¥¢ this program that brings it into a form we

g BB

#:5ify as the M-15 form whereby we can recognizs thse

E 33 data, which is the ledger data, and the Par: &4
& 4 And on that M-15 form program you can see wWhers
are, where we take Part 32, subtracting out tins

% | #ayt 44 inforwation, which produces the subject to

i
e

4+

e#8sed through the rest of the system.

g . How do traffic factors enter the Separations

E ramation System?
£ #

3 5. Qur traffic organization has a mechanized

r3

that they feed to the main system that‘s

iste the traffic preprocessor.of our program.

-




#

LET
0 and what are traffic factors?
B ¥or that I believe you’d have to be -- &

é%miﬁgf sxplanation would come from Mark Johnson, who's

%
&
2

£ i think the last guesticn you answered Lo
Beapton was that yvou verified the informatien. Ho
piaw vevrify?

5. I verified the Part 316 information that was

a8 the gource of the first source of inputg to EiLsz

Th ol
Yoo wE U

allocation manual back through our systewn in Pare

tied it to our Part 36 program back toe sug

g

, or to the M-15 program, which would bring it

Fring in the ledger accounts and the Part €4

-~

informatlion.

4k

MS. CREMER: That’s all I would have. TEsnk

MR. HOSECK: Does Sprint have any

srgAg-@Xxamination?

Et

MR. LO#

No, thank you.
MR, HOSECK: MCI?

MR. GERDES: No questions.
MR. HOSECK: AT&T? .
MR. LOVALD: ©No guestions.
MR. HOSECK: TAG Grcup?

MR. RITER: Just a couple, plaass.
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T CROSS-EXAMINATION

- o t*m Bcb Riter. I met you =arliesr. I havse

e

swmt » couple guestions that I wanted to follow up oa
4  +ms slloeation process. Apparently this allocation

5 T somsdule or system is not in the South Dakota rule but

¥ e is in the FCC rules?

o
e

Right.

)

s that correct?

; g 5 . ¥Yosg.

i

£ o and I was looking at one of the divizsionsg and

Fréin

et
T2l

it zave wotal "big three expenses." What‘sg

that rele

i & . That identifies the plant, specific plant

supecific, there’s a third piece. I can't rvaumenbBey

%% . what it is without looking. I'm sorry.

B ¥ 9. Well, what do you mean by plant gpecific

e

:
(% Ehen?

i ® A Those would be like- your M-6,000 acaeunts,

543, 1062, 20 accounts that are cowming from ths

o

ip

WO W

$% . sedger data.

. Now I understand.

0 A I‘m sorry.

. Is there any way to put that in a way

%
o
el
g

2% | evez [ vcould understand it?
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I‘m gorry, what was the guesticn?

understand? 1 mean is there

to 32 and 63 and whatever?

=

I believe in your South Dakota rule

C genaral section it identifies your big three sxpanss
‘¢ ailavators, and that would identify the gpecific

is used in separationsg.
Q. And we could go to that and figure it &ui?
Yes.

And apparently, then, when you look on fhs

column where it says total intrastats sasnd on

ig three 1t says .2398 about 24 percent, Lhat

24 percent of the costs of the big thres are
L gl

ted to the intrastate costeg?

B, Yes. N

; MR. RITER: That's all I have.

Thanks .

HOSECK: Dakota?

MARMET: ©No questions.

HOSECK: Commissioners?

CHAIRMAN BURG: I just have one mare fay

viarification. You do the separations betwessn isncres

#nd inter; 18 that correct?

I, Yeas,

-

CHAIRMAN BURG: You alsc do sepa

D
0

yari

i

Sk

Q Is there a way to put that in testimony th




tme 14 states of your overall costs? :

A Quy system is for 14 states.

CHAIRMAN BURG: But I say you brazak

W
oF
&}
g
i
£3
®
¥

3

puy state, or dces somebody else do that?

5 AL Yes, we break them down by state.
O CHAIRMAN BURG: That's your regponsibility? %
A Yes.

# CHAIRMAN BURG: The total coumpany cosbs

i

anuuld be allocated to South Dakota?

i AL I don't have that anumber offhand.

b3 CHATRMAN BURG: I didn’'t mean -- bBut £Hat'g

responsibility that you have and then it'2 furthsy

13 | mroken down between inter and intra when yoeu g4t fHe

&y ol

ith Dakota portion out?

A Yes.
L CHAIRMAN BURG: Thank vou.

L MR. HOSECK: Does that prompt any régivesi?

ERg
g

MR. HEASTON: None.

MR. HOSECK: Any other questions &f thisg

twitness by anyone? There being none, you'fre &xcuded.

By Mr. Heaston, do you have any furthsr

 wirtneg@ses ac this time?

By
Ho

® 4
# N

MR. HEASTON: I have no furthey @iLaLSEs§,

y4 | byt hold on just a second, if you would, plesss.

it

i% 1 have one reguest of the Commission if I can fimgd is
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wmuled mask that the Commission take official nes

- of your motion for judicial notice of thosas itfe®

#ill show what rates have been filed and aponrs

 al®e local exchange companies who uge thes

the record and orders in those dockets that have

£:1leel with the Commission since 1990 since

 went lnto effect principally in 199% through 13827

=

filings by other local exchange companies in

%

st douth Dakota with regard to switched access i

perrjunction with the rules found in 20:1¢:27

MR. HOSECK: Could you explain tie releva

MR. HEASTON: This shows the - =

k3

and/or approved with the Commission using the

rulee that U 8 West uses for other compani

#model and will show what the prices aras in the
ifi the switched access market in South Dakots.

MR. HOSECK: Based upon the fommiggios
getion in this case striking certain svidence asad

tegtimony in Mr. Culp’s prefiled testimany,

A}

recommand that the motion be deniesd.

MR. GERDES: For the reccrd, Your Hanor

. M

wiruld also object to the taking of judicial nokiss.

i

zre's no showing that these documentas would be

mpsrable to the issues involved in thiasa dackst .

sk
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MR. HOSECK: Does anyone else have

any

this?

Fsgponss on

MR. RITER: The position of TAG would bLe

Tinswine .

MR, HOSECK: The motion tc ake

i~
£k
%
[
g
forw

moved by U S West will be denied.

HEASTON:

I would like -- in worder oo

g MR .

wysgnrve the record, I would like to have marked as

(Esnaibit 154, which is a respeonse to the data requessts

 which lists the dockets to which I was refaerving.

MR. HOSECK: This exhibit is an offer nf

2, im that correct?

MR. HEASTON: Yes, that's correct.

3
H

MR. HOSECK: It will be noted in thes recao

Exhibit 154 as an offer of proof. Anything

MR. HEASTON:

I have nothing fuvtheyr,

{ MR. HOSECK: One question I had -- psrhaps

mifigad it -- was Mr. Culp’'s prefiled teastimony

§ MR. HEASTON: Yes, it was offered and

i MR. HOSECK: It was-admitted.
% the objections of the Commission striking szer:

&

wavriong of itc. The record should reflect thas i

B3




., *raz’'s the case. Do you have any further witnesges -

Lo oar thisg time?

: MR. HEASTON: No, I.do not.

4 MR. HCSECK: Okay. At this time, staff =
% their case.

£ | MS. CREMER: Staff would call Harlan Beet .

" HEARLAN BEZT,
Z called as a witness, being first duly swats,

% was examined and testified as follows:

L PIRECT EXAMINATION

W

#5%. CREMER:

i & Q. Would you state your name and buginsss

+ B bio

g Areag for the record.

14 | AL Harlan Best, 500 East Capitol, Fisrre.

£ g Q. What'’'s your current position, Harlan?

s

i Ah. Deputy directcr of fixed utiliciesn.

18 1 Q. Could I get tc you speak up a littie kir?

- Hoew long have you been with the Commisgion?y
& AL Since October of 19%0 -- 197§,

51 Q. Were you one of the analysts asgigned ¢

& B R
Y R 3

i3 | docker?

el

A, Yes.

e AT e e

Q. And have you reviewed U 8§ VWegt's

A
o

and all the prefiled testimony?

———
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é Ao Yasa.

; 9. Did you prefile testimony in this dooket?
2 B Yeg, I nave.
% @ Before you should be what'’'s been marked Lo

=7 L fication as Exhibit 38. Do you see that?

Yegqg.

? . Can you identify that for us, pleasse?
% 5. This is my prefiled. testimony, zleng with a

3

Zzenwdule A, which is the on-site investigation

i

g

BHOEE
€iﬂﬁ@¥¢féd by the South Dakota staff in thig docke:

j ~ensigting of some ten pages. Schedule B ia the cos:s
/ﬁﬁﬂﬁy that staff has submitted in this procesding.

 which gongists of through Sheet X.

& Are there any changes or corrections

&%
dh
i
23]

- prefiled testimony?
& . Not that I'm aware of.

2. If T were to ask yoh all of the qu

izl
%]
%
i

PR
HE

provided in that testimony, would you give nhe mans

A Yes, I would.

MS. CREMER: I would move to admit Exhibis

MR. HOSECK: 1Is there any objections? =&

*

 peing none, it will be admitted.

33 What’s the purpose pf your testimony

%

AETE
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i A To express based on my -- express to the
LI based on the Administrative Rules 20:10 27
§# . tatough 29, inclusive, what the switched access rats

% ' ghould be for U 8 West.

£ q. Do you have an opinion as to whether ar ng:
1ty &% West followed the switched access rules itn this

& ' r4ne in their cost study?

% B, Yes. Both staff and U & West

L4 dministrative Rules 20:10:27 through 29.

Sk Q. Can you summarize the procesg that you wsss
i¢ I through to analyze the application?

i3

AL The start point upon the reopsning of ths

s
k3

docket by the Commissioners was to start with the

P

general ledger of the company. PFrom that was

P

i% { Fart 64, which is the dereg portion. Tha:r thes 4FFives

i jat Part 32 -- or Part 36 numbers, I'm sorryv. that

it

% | subject to separations. Staff then made & susbary

E {4 | known and measurable changes, and those coms

26 | schedule sheet. The known and measurable

£1 | shown on Sheet X. Those get carried forward ta

22 { W, and then they get carried from Shse:

2% | Sheet V, which is the input sheet ta ths

24 | cost study that runs the program that’'s in

2% with the 2dministrative Rules.
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 myesl? 4id the July 21 through July 25.

el
A
e
i
-y
-

fileg for switched access rate

s same process generally followed?

B Yes, in that the company is reguested to file
2w sf their general ledger. That is compared to
ims Sheet ¥ inpuvs. If there is any difference, the

% {s requested to show what they did. Some

Lanieg make known

or measurable changes. Some jusgt
out-of-period occurrences.

wse are .also reviewed.

& . Did wou participate-in an on-site
& vk igation regarding this docket?

B . Yes, I did.
b And when was that?
& The first trip was made July 21 through July

nd a second trip was made August 13 through the

#f thie year.

g, Where was this on-site investigation

pfdueted?

&, ft was in Omaha, Nebraska.
W Who participated from staff in those trivs?
A Mr. Rislov, Mr. Knadle, Ms.

Stangohr, and

%

;1 zprough the 14th, Mr. Knadle and I made the road

e Omaha. While Mr. Knadle and I were on the v

%3

"t ipg to Omaha, Mr. Rislov dealt with the U &
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ividyale to gather expense information for us o

& a&* upen our arrival on August 13th.

o e you recall who from U $ West participated

5 1 s o tmbeg investigation?

S
g

We mat with Wayne Culp, Deb Kramer, Jim

« (Fnitiips initially. And then we went into a

i iz nnference with Bill Curtds and Dave Corning from
I resy . Shortly aftex that meeting started, Mr. Nocnan
% é tke TAQ lntervenor joined the process for that day

21let. Later in that week we met with
mzpara Wilcox, Judy Nigera, Lucy Jones. They

sgineonference from Denver, I later had further

: | punvsysation with a Jackie Sipp. We met with and had
LB

canversations with Mark Johnson, Deborah Havek,

¢, and Kathleen Tuttle.

2 o . What was your purpose in conducting this

gite ilnvestigation?

%

at, staff was directed to make z2n con-site

i

#gtigation, on-site review of the, to use my worda,

+&58 and records of U S West to verify the inpute ¢

=y

gt study.

i
"

& ¥ihat ntype of on-site investigation did you

-
g f

N

We did an accounting analysis review.

appeared

- Based on the Commission crder to re-open Shis




1318
G And why did you do this type of investigation

5 A We did not get into the managerial

# | Amsiwiesn making as far as did the company pay too much

@

iittle for any type of asset Or as an expense

& ¢ higw, wag it incurred improperly. We did not get that

innte the records of the company. 1t was to

ttfy the inputs that were used in the cost study by

k3
7

WHut

& could you summarize for us what you did in
vt mmana what yvou reviewed?
v & The start point with Mr. Curtis and
A T "meninyg from Denver was to get an overvisw of ths
L8 sk Liig transactions that U S West undertakes on

g company-wide level and also on transactions thac!

:x [ atfact South Dakota. Based on that we then reviewegd

g B inwing property records, outside plant records,
5 af ume, traffic factors. And on the second

A . €an you give us an idea of how you revieswsd

g
1%

ar what levels you looked at?

H
S
w

For the outside plant records and continuing

24 ¢Ly records, those were reviewed by Mr. Enadie
& ! believe, by Ms. Stangchr. As far asz the
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e -,

4m:5awnt ng Lrangsactions, there is an exhibit in the

553 fHat gives the number of transactions thar have

tugr ALld seeur during 1995. For the expense side

¥ w& 934 ile we requested U S West to put all of the
% itema and sort them Irom largestc to smallest by

vesluma., We then decided to go after the large

.

¥ iume fLems, so we sampled, I think it was,

#ifferent accounts; and we continuved asking

puest tons of U 8 West until we got to get further down

fse #aeh of those accounts that were sampled. And ws

Aown e actual 1nvoices on a few of those

s What did you do with the results of vour

#Ligation?

ﬁ
s
B

An example would be for minutes of use, it

&Y
iﬂg
T
&
bR

-armined that there were minutes of use for

g it had been -- they were -- the number of

- winutes recorded was over actually paid for, but thsre

t8  was 4 problem with reading the tape. We made an

i @ sd3usrsment for that into the minutes of use. 8o hased

i @ what we -- 1f we found anything that needed ta bhe

Hn.

we did make those corrections

St

[

nto the segfgd

presentation, which is attached to my testimony.

G So you did find some things to modify?
&

% % Yes, we did.




120

& ware theve any of a significant nature?

& wall, the minutes 0f use increased. Thers
g # trepftic factor that had been -- when the human
L imvasived with the transaction, there was a number

% was picked up incorrectly which changed the totai

% % 4w ie . whiech carried forward- to Sheet G, which did
¢ % gn impact on the cost study in that respect.

& You gaid that summary was attached to your
: '#filsd testimony, the summary of what you did in

A ¥Yes. That is the report that is attached as

feheduls A Lo wmy Exhibit 38.

s
4
"
=3

& Do you recall what switched access rate the

t4 § #taff racommended in what’'s been referrved to az tha

B f%%f@ﬁ phase of this docket? ‘

i % f A I believe it was 6.15 cents.

B ¥ s 3. What is the switched access rate staff iwm
%%' sromaending at this point?

% & Our Sheet A of Schedule B attached to my

. teetimony it indicates on a rate of §.09 cents. You

#i {eas’'t compare the 6.5 directly to the 6.09 cents in

s

% | that minutes of use have changed.

2y Q. I'm sorry, cculd you repeat that?
% 1 A. The £.15 has a minute, a number asscciscsd
£% [ zith wminutes of use. That minutes of use number has




i21

sirangad in the presentation that staff has now and

davslops a rate of 6.09 cents.

e you recall Mr. Culp’s testimony, and I

re said U S West 1is proposing a switched ac¢cess

T . ¥Ywa, I heard that testimony.
o o Bo you know why staff’s rate differs from U §
% @ Taba?

% Staff did not accept all of the adjustmentsa
4 s¢d by U 8§ West. Staffl also updated the axpense
¥ % % g, L' gorry, updated the investment and
R | v#¢iation agsoclated with the sale of 55 exchangea.
# P #saif alse included an adjustment for removal of

which the U S West cost study does not do

-

in comparing staff’s proposed rate to the old

3.%4, what additicnal revenue is generated? o

the amount?

f A, The 3.14, I believe, generated approximacely
8 #3ilion dollars. And staff’'s rate would generats

sfiproximately 27 million dollars based on 19%5 demand.

by M8. CREMER: That’'s all the questions I
Pa o hawe.
§r MR. HOSECK: Cross-examination by U & Wapc?

MR. HEASTON: Thank you.
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C &y MB. MEASTON:

&

Ehal you

A

RS T B e

EAZTOM,
My . Best, in a period from July 21 te 25 and

wet 13, 14 and in the time you spent before,
and after those visits to Omaha., how much time
slieva or do you know you spent in conducting
it of U 8 West’s ledger and numbers which wars
the input to the cost moedel?

I was going to add that up over the neoon hour
ar ¢didn't have to time to do so.

But you do have that data and it could be

Yaa, it 1s available.

MR. HEASTON: I would ask that Mr. Besgt
thatv.,

MR. HOSECK: As a late-filed exhibic?

MR. HEASTON: As an exhibit, vyes.

MR. HOSECK: The request will be - -

MRr. WELK: Regserve 155 for that late-filed

What’'s the approximate volume of documents
reviewed in conducting your audit?

What was reviewed on gite, or what wagp

received in the form.of data responae?
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» Bt
& Foy data responses we received, I'm guesging,

=1y threes and a half feef stacked high of paper.

i
B
s
-

bt

#idition to that information there was board af

sotayg’ Wwinutes an

o)

internal auditv information thar

y

raviswed by staff but was not included in the data

naeese due Lo the confidentiality nature of the

#a5ts . And there was additicnal papers that wers

2t in Omaha that were not copied.

~

& 8o that the record is complete con my offer of

c#Ewsi, in front of you is an exhibit, ieg an Exhibic

& Yeo.

& Did you prepare thaL?

& . fenm, I did.

0 On top there’s noted in pencil that this was

on September 8th, 1997. Was there a

5 Yes. I wrote that on the top of the docutant)

i had faxed to -- I personally faxed it to

®y  Tuip: and staff counsel, I believe, sent it te

BOMe
“oprgal for U § West. N
i Whnat did you have to correct?
A “hat I had to correct, upon getting away ffﬁ%i
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sesag, | came back and on Monday morning and looked

i s% twas switehad acgcess revenue regquirement and wminutes

sgso~iated with the 1997 filings for McCook,

it geea,. Yal.ey, West River at Bison and West River

[
)

#Anan I put the original document together, I
tne filing date and the docket number colunmn
st -- 1 picked up the old switched access

reguirement and access minutes of use.

¥ow, on that document there are acronyms

5 & Foar the record would you identify what CCL stands
A Carviexr common line.
o And LS?
@‘; & Lkocal switching.
Bk B L.ocal transport.
4 w And if you notice, over in the top on the
& 3 F equal O and T. What do O and T stand fer?l
5 & : & . Griginating and terﬁinating.
% | 2 And you have the acroanyms SDN?
5 E. Soauth Dakota Network.

. And LECA?

A 3. Lkocal Exchange Carrier Association.
2% 4 And is it fair to say the companies listed

LECA down to DCT are a part of LECA?
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| 4scsresse because there were actually more minutesg af
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i “mneae sre the cost companiez that make up
& s thewe dockets represent all of the

ingsg

},u.—‘

swit =hnd suress providers in the state, these fi

daocketg?

% Yas, they do.
o That's all I have on that. You describad ths

frmyanecs Detween the 6.15 and 6.09% cent result that

sat 18 a difference between minutes of use. HWhy
5 s Begve a difference in minutes of use?

E in response tco a data reguest thers was ths

cos of uge were submitted to staff. In reviewing
minutes of use, it was found that there were for

ises &n sxample is the sale of exchanges or 5§65

~Hangen that were gold. In.counting the number i

aniges listed in that data regquest, 51 were listed.

e minutea of use included 51 exchanges rather thag

exchanges. So that minutes of use there would

S My

w#e that should have been removed from the cost atudy.

wis also a conversion factor that is used in

rarmining U S West’s access minutes from converss:ion

miauted. An incorrect factor was picked up on twe of

mapses items. One of them increased minutes of wugs, on
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tm veviewing the minutes of use associated
5 fwies Danorag, it was found that four months had picked

wir & imsgey wminute of use number than what should have

i

% ¢ pimked up, @0 an adjustment was made for that, for
% winawteys. That amounted to, I think it was
i sgi=watealy $50, which would have been -- should have

tisceed from -- this iz set forth on page seven

ssduie A Lo my testimony. It goes into further

14 #8 far as what changed from the minutes of use,

i#paet that each of theose changes would have made.

by MR. HEASTON: I have no further questionm. I

e s@k, HMr. Hearing Examiner, that the testimony of
& gewt on BExhibit 154 be added to my offer of proof.

T MR. HOSECK: It will be received.

i ; M&. CREMER: Mr. Hoseck, I forgot one thing.

TN gt opffer Exhibits 46 through 152, which are
5 ® regpongey by U S West to Commission staff. RHow,
ol oww

g0 through those one by one, or they can be

p# eripuisted in., It doesn’'t matter to me.

% MR. HOSECK: At this time iI’'m going to take

#3 ®oyien under advisement, and we’ll have a ruling

Ghan

that before the conclusion cf the hearing. BRezause

the logletics involved, we’re going to take it under

-

tgemant at this time. There will be a ruling befors

#n2 of the hearing.
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e, CREHMER: But my one concern is that I

s ¢ want to be back here in a year because there

¢ sawmething on the record, you know, that staff

sk ad by something because it’s all right

MR, HEASTON: For purpose of the record, U 8

ns abjection. We would stipulate those

Mir. HMOBECK: If anyone else has a comwmant on

may ag well take it at this peint in tcime.

»ing to be a reserved ruling on this matter

£
%
Powaset hBag
# FomEnLE in.
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v Ymnmes b
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snd of the hearing.

MR. LOVALD: We don’t have any problem with
cag them in.

M. GERDES: The question was that the

-+ the huddle was if we save all this time by

=iag through the boxes, if we could quit early and

-

ziay glf. That’'s a joke. Excuse me. I have no
¥ 9

MR. LOW: Sprint has no objection to

MR, RITER: Dakota has no objection to the

MR. RITER: TAG has no objection.

HE. HOSECK: We will reserve a ruling on that
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e 4 tha and of the hearing. Is there any

téwmas suawminalion by Sprinc?
B mE ., LOW: Yes, just a few questiocus.

=4

CROSS-EXAMINATIO

—

& My, Beat, I just want to make sure I

gcope of your audit. As I understand ig

sy report and your summary that you gave, your

B oogrimsry smphasly was on verifying that the inputs into

grwdy tied back, i1f I can put it that way, to

and records of the company. That was one

And then you also made or reviewed their

Ry

gdjustments for some period expenses and so

Wauld that be the otherxr?

& This was not an audit, It was on-site

B Sur the way you summarized it is, yes, that
b WO TR
E o “kay. I'm glad you cleared up that phrase,
’ % weg ©f che word audit. In your investigation did
# % &t any costs that may traditionally not be
g | to> he passed through of under regulation, rate

‘% and excuse my ignorance of Scuth

but such as charitable donations or
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JERy s} nEpOniges?
B A There ig a specific adjustment for piocneer

that s excluded, and that is based on past

% axion precadent .

. £ And what is pioneer expense?

¥ & fhat is an organization of retired or past
¢ w teyezg of IJ 8 West.,

g & And but there are mo other -- you didn‘t

#ny other expenses for traditional review or

ik GaEs Lypes review?

N & I bellieve that the company, when they £iled
& 0% sfiginal cost study with adjustments, that they
& the past Commission items that shouldn’t be

% &

Another example would be plant under

st i6a (hat is allowed, if you will, in the cost

2 . but pbased on prior Commission orders U 5 Wesgt

ipciude plant under construction in the cost

¢ you relied on their exclusion of those

; &, i'm trying to think if there’s anything else
P b ﬁ@ the company did not exclude that had been excludad
44 4 b prier (eommigsion orders, and I can’‘t recall any.
5% i MR. LOW: Thank you. No other gquestions.

MR. HOSECK: MCI?
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o #y. Begt, if I understand it correctly, this

that we've been talking about is a method of

a4 4% the fully allocated costs to provide the

And in this case we’'re talking about switched

&
E

. wsuid that be correct?

& it i8 the way to come up with the rate based

regent Administrative Rules.

i f#ight. And would rate basing be the same
i ing a8 fully allocated coste?

5 & Bate bane.
ERE o ¥ou used the term rate base in your answer.

“% 5 % smed the term fully allocated costs. And my question

= I #ant to make sure we're talking about the same
, k. In that the rules, the present Administrative
& ¢ are pased on embedded cost with a rate of returan

1B e iBEaSRT in lt, yesg.

i % . Qkay. So, again, just so I'm understanding

it'8 e¢lear in the record, the use of the model

. # contemplated by Chapters 27 to 29 is the methad

: in the rules for arriving at fully allocatszd
£% for providing a particular service. And iu this

‘¥s talking about access rates, would that be
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rules are specifically for switched

%o you're agreeing with my statement?

$a1l, you said a se¥vice such as, but it’'s
4 the mervice that is uged in these

weirative Rules.
G ffm not trying to be smart with you. I'm
to make sure it’s clear on the record. You're
e ing with me and you're kind of qualifying. 8o,

At L g

R

woey b d

soenthem

e B 7
BoL a

it be correct that for the purpose of

the fully allocated costs for switched acceas

tke rules in Chapters 27 to 29 would he the
plated by Commission rules; is that

Yusg

Thank you. It would be correct, would it

tie cost model that we’ve just referred to

ddress the price of alternative sgervices.
he correct?

That's true.

"Would it be correct' that that cost model doss

the overall market for switched access

Yes,




s, HEASTON: I would obiect to that

¢ T L IEE T i maan we’'ve been told the overall market :

v =wmi o #7 tagusn here. I could not get a document wnich
#  was ' owark 154, 8o I would object to that questicn,.

)

& ME . HOSECK: Well, the question has already

appwerad before the objection was entered.
MR, HEASTON: Move to strike.

& ME. HOSECK: The motion to strike will bhe

E 59 Wouwld it be also bea correct that the cost
? % 4 not address the affordability of the price
g i 23y the switohed access gservices?

ok % A Yos.

= MR. HEASTON: I would object to chat -- or

%

®
L

rike that question and answer for the same

& zae Defore. The market and affordability is not
| 4% i8%we here because that evidence can’'t come in.
5 MR. HOSECK: Mr. Gerdes, do you want to

-

M#. GERDES: SDCL 45-39-1.4 says that is one

five things that this Commission is to determine

ie o

s gonsider in determining a fair and reazsgsonable

3

and { would submit that it is clearly relevant

o

e Tommisasion’s determination here.

[ R § MR. HOSECK: Mr. Heaston, do yocu have a
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w2 HEASTON: Yes. You‘wve been excluding

svidence, which is in Exhibit 154 and in the

ME ., HOSECK: I'm going to overrule the

in this case. If you want to have a standing

s that, we'll let you have it.

o,
wE

o
it

MFE . HEASTON: I do want a standing ohjection.

ME ., GERDES: Would that also be corregt, Youy

scerning the prior objection which dealt with

i atfoprdabllity, which is also a statutory element?

M. HOSECK: Yes. I°11 withdraw the ruling
i1} let U 8 West have a standing objection
And you may proceed.

MR . GERDES: Thank you.

-

And, finally, wcould it be correct that the

model also would not address the impact of vh

# »f pwitched access services on the commitment ©

c1de affordable universal service?

§ 5. Yag.
@ - You agree with Mr. Culp that the cost wmodel
a ceiling?
§ A Yes.
§ . %9, in other worxds,. the Commission could

& rate legs than the ceiling, would that he

B AR
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HEASTON: Objection. Calls for a legal

#p  HOSECK: Repeat the guestion, please.
i My guestion was so the Commissicon couild

.¢%y & vate less than the ceiling?

ME ., HOSECK: If the objection ig that is &

legal in nature, I'1ll overrule it.

#%. CREMER: I, as staff attorney, would join
=i thig and agree with U S West that I do believe it
My . Best to interpret the law and what the
sigaion’s powers are under. that.
MR. HOSECK: The ruling stands.
B8Y mE. GERDES:
Q. Have you answered the gquestion?
. I would imagine they could set scmething 2@%@
¥ thar s what they so chose to do.
& And also the computer model would not addrens
the igaue of cthe public interest, would it?
B . To use Mr. Culp’s word, a subjective opinion
## what 1s public interest, no, there’s no way to

interest in a model that I am awars of,
. And the model wouwld also not address rate
would itc?

A No.
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i1 togecther, that would be the access rate; is ©nhs

135

o Mor would the model address the impact on

zsilera of long distance service, would it?

A Mo
@ I just want to ask you a couple guestions

Exhibit 154, which is this exhibit setting forth

wall, 1f I'm understanding correctly, it attempts

MR. GERDES: Excuse me, before I ask ths

8t ion, Your Honor, I'd like this cross-examinatiss

s

gahibit 1%4 to be in response to Mr. Heaston's offar

P

pyoot In other words, I'm not conceding that 1%4
be admitted, but he was permitted te ask
ang of Mr. Best of the exhibit and these would bBs

sresga-examination to his examination on the

MR. HOSECK: 8o, 1in other words, this would
¢ camprise & part of the offer of proof, is that what
¥ aaying?

MR. GERDES: That’s correct,
MR. HOSECK: Proceed then under theoge
sgditions.

MR. GERDES: Thank you.

9. If I'm understanding correctly, Exhibit 1%4,

# lagt three columns on the right, if you add thsam
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T

& te woeuld be for South Dakota network. LECA,

Bp “wmaigeion order, is allowed to have unegual

s igisat ing and terminating switched access rates.
tuwis saxhibit shows ie if the rate were equal,
waall, it’'s no longef Dakota Co-op. Dakota,
& shown on the exhibit as DCT, alsc has unequal
sinating and terminating. So you can‘t jugt add

snaerogs for those. There are leccal exchange

iweg listed from Baltic down through Western are

#aembey companies, so they are -- their switched

raty L4 the LECA rate. They do not have -- thavi

Z
wharge the rate that is shown on this piece of
& kay. 80 what you’'re telling me is that this

and the information it contains really isn't
te U 8 West situation, is it?

J den’t -- all I did was answer the guestions

wst foerth At the top by U S West.

ME. GERDES: Okay. Thank you.

MR. HOSECK: Excuse me, Mr. Gerdes, doeg this

4 your part of the offer of proof?

MR. GERDES: Yes, it does.

& If I understand it correctly, Commission

#48 ¢given permission to retain outside




cEFuILanLE Lo assist in this review of U S8 West
¢w. wedeg: iag that correct?

& That's what 1t says in the order, vyes.

0 Angd that was not done; is that correct?

1

E § & ftutside consultants was not retained, that's

CEE I

5 % 9. Now, it is true, is it nct, that the cost

# § isa thay the Commission currently has are based wyn =

% ity diestributed cost methodology?

B Yau,

; . And it’s also true,  is it not, that the 1§98
pe | ¥Fsdsral Act contemplates a forward-looking costing

3 Bpdology?

‘B i M8 . CREMER: I would object as to the

i revancy of that.
2 MR. HOSECK: Do you have a response, Hr.

N MR. GERDES: We're talking about carrier

T

% iine charges, which I understand relate to lacal
i D sarvice

g5 MR. HOSECK: The objection will be

e
14
=4

My understanding of the Federal Act is thaz

B 2% appiies Lo interstate, not intrastate for swicchad
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#Bur in terms of costs of local service, doszs

smplate a forward-looking cost methodclogy?

{ thought this docket was on switched access
% guyre what you mean by --
Mik HEASTON: I‘'m going to object. Yocu'rs
Bapgt to interpret the 96 Act.
Mr., GQERDES: If he’doesn't know, he can tell
MR, HEASTON: It’s still a question of law.
# ought to rule on that whether he knows or

oL

& lawyer, and his opinion is his

carries no weight.
MR

., HOBECK: Would you read the guestioan

pleans?

{The question was read by the Court
Reporter.)

MR. HOSECK: I'll sustain the objection.
Pm you understand what the term

Aakd

L

ng costs mean as compared to fully

#ieteibuted copts?

in that fully embedded or distributed is inat

#, it's -- you look at the history as cprosed

tooking into the future.

{;;E t

&

And forward looking costs do what?

Forward looking costs look into the furure.

s

o
e
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> 2¢ that just 80 the record is cleax, that’'s &
seant wethodology in terms of computing costs, is
T

& pramatically different.

& and the rules that we are using in this

#ing #nd that are contemplated by the cost maodel

wend are based upon a fully distributed cost

s Correct?

& oy,
Y pid staff consider employing consultants to

t¢s Lhem op the proper costing methodology to be
M5, CREMER: I would just want to clarify.
=#an for switched access rules?

ME. QGERDES: That’'s correct in this docket

i

£ to my guestion about employing consultants.

& ¥You said the proper cost?

Q2 ¥e#s. What should be the costing methodoleogy
in tnia day and age?

5 Bow, we did not get into how the present

tigtrative Rules should or shouldn’t be changed.

.

MR. GERDES: That’s all I have.

Thank you.

MR. HOSECK: AT&T?

CROSS -EXAMINATION
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cwas sfrivibutable to CCL?

}—l
i
[

- #y . Best, without asking you to give

[+}]
P
&
u}
=
ey

cwrevpratal ion, would you agree with me that the
gwif “Head acvcess ruley of the Commission deo contain a

wey providing the Commission some discretion on

# ¥eg, there ig administrative rule. I bel

o

eve

'#¥ 27 that references a carrier requesting a

M#a., LOVALD: I would like the same

ibility as Mr. Gerdes in asking a couple guest

Fein

Exhibit 154 and having those questions congidsred

sf proof as opposed to a part of the main

MR, HOSECK: Granted.
0 Mr. Best, you were present during Mr, Culp's

i that correct?

A Yesg, 1 was.

"y And did you hear Mr, Culp indicate that undes

wuyrant computer model run by U S West that of tha

accesgs cost determined, about four cents of il

MR. HEASTON: I will object to the questicn.
thing I did in my offer of proof was to
whnat the document is and to make sure that £ et

were fully understocod. All Mr. Gerdes did was
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srzs #ure he understood how the form worked. We're

fooEEw s peyend that. We're going into the substance
¢ snx teztimony, and I don’t think that'’s appropriate
P AT sisee. It was merely an offer of proof to
LooEre the record as to what the information I sought
’ o i PLELE
MB. HOSECK: Well, EY understanding of cffers
[

sf ars that there’'s wide latitude granted in

. " swat s propsr under those circumstances. And so if you

!

5 2 sranding objection to this, you have it in the

iur I'm going to allow Mr. Lovald to proceaed

sne ynderstanding that this all constitutes an

+f proof on the subject matter contained in

§og

5% 1 i, HEASTON: I would request a standing

ME, HOSECK: Granted.
f just have one question in that respect,
dould you look at the CCL column on Exhibict

tall ma if there are a number of companies

theye that have CCL considerably less than four

& wminute?

g1 f 1 ¥You're looking under the last group of
i | fFoy QCL? :
g . Yeg.
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5 as by jlust looking at the document, ves,
. - . tmie srs spama less than that, would be less than four
5 ; iR, LOVALD: That’s.all I have.
& % Mg . HMOSECK: TAG Group?
o : ME ., RITER: Thank you.
CROSS-EXAMINATION
PITER:
¥ £ #y ., Best, are you able to tell us the total

ehep botal minutes of use? I cthink this is on

§ & ©f your exhibit.
& Tatal number of minutes shown on there? Do
5 % wang me Lo tell you what that is?
g b in it 445,597,0007
? 5 e For common line accesg element minutes of
§ P ¥ é W Yam. And does that include the minuteg of
L %@@@ far ¥ A West and for others, AT&T, MCI, the TAGE

g

et

¥es. It also includes wminutes of usgse {o
snd for Express Communications.
Are you able to -- or can you divide the

of minutes of use of U 5 West and compars Uhat

e nunber of minutes of use of the other

I
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B vsn, 1 can do that math.
o Have you done that before? Is that part of
WL s wEhIDLE Y
5 E g, in'8 not.
p Be you know as you sit here today what that

wimuata diviasion is?

& i'd have Lo go to é separate piece of paper,
% #ti1l, to show the break out of the 445 million
g tsy pumbar, or million minutes of use number.
4% % i tgw that one of the documents that's included
é@@ an emnibit, or is that a stand-alone document?
7 &,

¥ou have to add a number cf data requests,

sponses, together to get this number because of

uge

Cen thetrs e not “ust a document within the data
» B § that shows 445 million.
s § o Let me ask you a couple more questions
% E iw¥# to that sheet. On the intralLATA revenue

rramenzs, Lf one were to add the common line

t, thke local switching amount, and the common

amount, those would be the three elementas

mAa%# Up the access charge that we're consgsidering

are they not?

iy & . Well, it’s the total intrastate revenue
i , not just the intraLATA. It'sg borh the
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s :ebL&TA and the interLATA.

i
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e

1 right. And I appreciate that. What I
wi# teally looking at more than that particular answer

wey thz oolumag D, column B, and column G would be th

et
£

Heses colunts wae'd look at, would we not, to determine

the revenue reguirements are for the access costs

wa " ve inyolved with today?

#4

& ind so would it be fair to say that just

at that quickly, that it would be about 27.1

it iien doellare?

A I*ll accept that.

@ Then have you seen Mr. Noonan’s exhibit or

ragtismony? :

B . Yem.

@, *refiled. And did you look at the exhikites
ne had attached to his prefiled testimony?

A Yee.

&, And did you see in his exhibits a summary of
i Fsgtate operations from U 8 West Communications?

& . Can you reference me to it so I can find it

-

£ Sure ., It's Exhibit G attached to

& “kay. I have exhibit G of Mr. Noonan‘s
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1
e sad it one were to look at income from accesgs
e s which of these revenues for year 1595 would

% RN 3 Fevenuag?

# M tEhie document it would be the 512,511,088
% ss Eetwork access revenues.
o e what about the long distance sgservice

4 & That would be the revenue received, revenue

% & wWwaest gets from their toll products.

- £ And when we looked at exhibit -- or Sheet &
2 teatinony and we looked at those three

st of common line, local switching, and common

wa're considering not only other companies,

e also considering U S West, aren‘t we, asg far

a% TEYgnue needs?

S & it Sheet A?

24 . Yemg, to your knowledge.
vd EY mrtached to my testimony? That becomes the

awitohed access revenue requirement.

: 0. But that would include not cnly the TAG

! ¢ra and MCI and AT&T, but also U S West, too, would
& % E. Right, that includes the U S West minutes.

2 o 8¢ then the long distance service income that



caw =m iuet tsferenced that is correct, that is U 8

@sz @ *o,i inceme would be part of the income that’'s

oy
i
X

access rates, so to speak, that U S§

% simtes, or I can't look for that
3 s s B . B sy . that they impose upon themselves, so to
& & Mo

-

Z “ Gkav. It's not part of what they impute upon

long distance service product?
R0 12 Yo

5 o s

& i.et’sa go back a second then. Long distance

sw 1 ¢ati. @ ehought you had said, was part of access income

4

it raiates o U S West.

cF i what 19 it then?

=12
Bes
T

The long distance service revenues shown on

e

% the revenue that they get from their toll

0. GrRAay.
T & . it deoeg not include expense or revenue that

¥ 5§ West imputes to itself when it does a cosgo,

'y submit to the Commission a cost allocation

Thar cost allocation study includes an
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vrprRg competitive product,

T phowh

]

ne leng distance service revenues.
G &nd aren’t there -- when we look back on

'J
o
~}

awitched access revenue for the

garvices. Then on the competitive or

rhat cost allocation
tren that study has an imputed switched access

25 when you loock at this Exhibit G, that does
any imputed switched access revenue or

switehed access expense for U S West.

@ W=1l, the long distance seyrvice revenue
sn HExhibit G, I thought you said some of

ge#iatsd to the toll charges.

R That ie their -- it would be their -- what's
&% MTE mepsage toll serxvice. It would be wide

itescommunication service.

It would be private

sEvlice.,

any of their toll products are included

our exhibit, aren’t those toll servics
Y

revenue reqguirements included on there?

& *ull expenses? No. This would be for

#3 acCess expenses.

i Hell, let me ask you this question: Can you.
at Exhibit G on Mr. Noonan’s testimony and

that with Sheet A on your testimony,

requirements on your Sheet A?

income shown on Exhibit G with the castsa

can you




And that is because why? Why can‘t you de

[N A1
& 53

i & Bevenuasd are not an input oy are not

in the cost study model.

B A i1 right. But looking at the revenues, c¢an

swil ®ms this revenue comes from that cost that is

8 ¢ann you relate them? Can you relate the
# | zpwenns $o a4 cost item even those it‘s not part of the
e you put together? Can you independently

seperience and background tell us how those

«f P emerpus ifems relate to the particular cost item

iE & on exhibit G?  No.

& #ell, the expenses are for the total

Taney don’'k say that -- they don’'t break

E #5 4

sEenanges gxpense down into; well,

this amount isg

B

cataed with local service, this amount ig a

this amcunt is with long distance,

canhiw wmount lg with some portion of what’s included in

N

But I was looking more at the top level whigh

gavenue glide of Exhibit G. And you‘re saying, ars)

smen, (nat the revenue shown, for instance, ths

.
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2. mrancs revenue shown, cannot be related to Sheet

tay mse LHhe revenue reguired?

& wet any way that I'm aware of.
£ t,soking at Sheet A of your exhibit there was

satled other and there’s 11.5 million deollars

smes Sr revenue requirement that is attached teo

.irssctate portion of that and only 50,000 to the

;ats portion of that. Is that accurate?

A #a, it*e intraLATA and interLATA, not state.
& me this is all intrastate revenue

EEERE & . ft’'s just some interLATA, some 1is

& fight. It’'s total state requirement.

But when ybu look at the access charge, the
calumn the column entitled other, is not an

in that computation?

& #laor for switched access, no.

How, I had asked one of the other witnesses

3

ke allocation figures and I looked -- I was
f"‘!

st Sheet H that’s attached to your testimony.

Yea,

re those allocation figures included in the

&y

a¥ateg rules, or is that FCC rule that makes

-

aitlecations?

If you were to look at Sheet H on a computer




B on A whiat you would see in -- I’11 just pick a

¢ -wiawssn and piuk a row. You would see a formula within
T TR &nd that formula ;hen develops the

% *hat L8 shown here based on the inputs and
E %, which is the traffic factors allocators

% % #¢® put into the study.

8 4 4 And that percentage, is that something that
4§ Dakota Public Utilities Commission has

¥ oy the FCC?

A Adopted what?

Bk ) Well, I thought you said you would sse cn the
i2 ) soasputar s8creen you would see:a percentage?

% : A Yeah, there would be if yvou loocked at it.
i 0. Let’'s look at line 50, the total big thres

1% sRpenges.

- A, Okay.
3 ¥ Q. Sheet H. It’s divided 76 percent goes ¢

1# | intergtate, 24 percent approximatelyv to intrastate. t
i% t that an allocation that’s made under any rules of thisg
G | Public Utilities Commission, or are those FOC rulss, ap

4i | how are they made?

’:} ﬁ. 3 : - - - N
22 A. It is made in -- the program wae deavslegsd ng

£% ; implement the Administrative Rules. Specifically ia

24 | this case what we’re getting into is 20:10:3%, which

R

w2
i

on the federal side, roughly the same as Part £9,
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to switched azccess. S0 a specific

2 #=awsi wowuid be they were set up by the FCC

ar 'S The Commigzion took input from staff for
% ; sud intervencrys in, I believe, it was Docket
%?’%% 444 which developed the rules, developed the
% st rative Ruleg, which in turn created the
# % ton cost study.
% & gw. in effect, the allocators are included

the ooegt study that the Commission has adopted?

2ight, by the way in which you input the

if you go to the source allocator for ¢hs

ig shown as I, 170. You go to Sheet I, line

| 178 aad that shows you the big three dollar amounts,
b % ¥ g&68 on Sheet I is'strictly the percentage of
PE 1% :%7¢ on sheet I of the interstate and other of
& imately 37 plus million divided by 49% plus
¥ou do that math and it comes up with a
# v Euntdge Lhat’'s shown as 76 plus percent.
L8 7 @, Let me ask just a couple more gquestions.
% i wi® wa#E B0me testimony earlier today regarding a
53 #

s the depreciation computations from lives.

: think one of the staff members inquired of Mr.

g g ¢4 ¥s8laltlive to that. De you remember that testimony?
8% B Ope of the staff members?
5 i Yes




i

E: ey wibth the Commission?
- ;% sorry, one of the Commission on behalf of

he asked a question. I apologize. Did

# & E Tt ?
% vep, 1 heard that.
& Bre vou familiar with the modification that

& Yery generally i1s all. Mr. Rislov would be

or

ey alris Lo angwer your questions on depreciatiocn.
#B. RITER: That's all I'd have.
#¥ . HOSECK: Cross-examination by Dakota?

CROSS-EXAMINATION

Wk

© Best, on Exhibit 154, which Mr. Heaston
part of an offer of proof, you, I believe,
indicated DCT was a member of LECA. They

membey of LECA, are they? We are not a

! believe what I gaid was that the companies

i¢ down through Western.
& fight. In your second statement you said
f just wanted to make it clear on the record

v r® Aot testifying that DCT is a member of

& Ho, Dakota is not part of LECA.

—
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#E, BEST: All right. Thank vyou.

MR, HOSBECK: Any redirect?

- 48 CREMER: Yes, I have a couple.

REDIRECT EXAMINATION

% EY O WE LREMER

& & Harlan, I believe Mr. Gerdes asked you about
N LR tacts with consultants. Did You attempt to

# congultants to hire?

5 & Yes ., T was one cf the staff members involved
j %@% that sadeavor.
i i And how many consultants did you talk to?
pE i i ralked to three different consultants.

L % % i Prom three different companies?
o ¥ % E From three different companies.

5&2) Right. And what was the general response of
5 & switants when you explained to them what it was
£y sgeded done?
ik g & what I did was the respective consultants ig
5 é% Trs

% ¢ Lhem the language that is in the Comumission

faged on That response, the three that I talled

2% tngy would not have time te do that in the
E i 2 ghort period that the Commission had sa2t ap

srocedural schedule in this docket. So the

ckes sald, well, if you want a report by

. we could possibly start working on it in
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e

s 1 explained to them that was cutside the

s ws teams itnveolved. And so our conversation ceased at

in bBime .

# £ Wwas astaff looking for a particular kind of
# tesny in bhe telecommunications industry?

kL #sl1l, we were hoping to get someone that had

gerience in I’'1ll use the word auditing

wx3 the -- upon hearing the explanation

% was i3 the Commigeion Qrder, the three that I
% % mama back and said, "Well, we don’t do
z 4% here might be someone that could helrp
& ? £'’m not sure what you mean by what
# % sype of consultant. It was just a wery broagd
% f tat wse made to a number of individuals that
E their -- I won't call it a resume. Theay
5 ug in mind if the Commission ever needs to do
w ¥ ty¥pe =f investigation or special studies or

sk L wasayiking Like thatc.

#

i e vou recall the names of any of those

groups, not specific people, that you talked

2wt -- or unless yocu do?

& { talked to -- well, it wasn’'t Lee Sell (sp)

E
e
N,‘\

but his group. There was an individual

cangulting firm that called me back. I

1l her name. And I did respond to a couple
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s#3is that came in upon my return from Omaha

o e wmre looking for someboedy who was

af any of the parties at this hear

’.J-

n

e

.
4

cr et ?

# % fes. Wwe didn‘t want any conflict of

£ %4 CREMER: That’s all I have.

g ! W HOBECK: Questions by Commissioners?

= HEAIHMAN BURG: I have one baged con this last
5 @ shy did vhe gtaff lcok for cutside
& in the first place?

& #hat we would have is --

I guess it gets down

4anp staff was going to get into the records of

if we were going to get into making any

»f mansgenent types of decisions, we wanted to

hat had prior experience in doing audits,

tha

- o 3 2ir expertise on how deeply involved or

the #raff should get into different line iteme

wgait study.

g CHATRMAN BURG: Did the staff feel that given

& ion of the Commission, that there were some
t&at the sxpertise was lacked probably fulfilling

B reguestg?

% & L.acked on behalf of:the staff?

ke
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TuEIBHAN BURG: Yeah. I mean, you know, I'm

2 £ g at what wae behind staff considering
s E e censultants, or even contacting outside

¢ Based on the Commission reguest.

I & #% EBat oene point in time there the word

hrawa about. Having accounting as ny

e

packground, I get very -- audit, to me,

® gamgehing very different than doing just an
# tmesst igation., Audit, you get into a lot more
S aut juszt looking at the numbers themselves,
a why ig that number what it is? Is it
5 the .- did they overpay or underpay for
44 We did not get into that. &nd with a CPA
5 &

she #n awdlting background in telecommunications,

nave relited on his or her expertis= as far as

SR 4 item s reasonable item?
rF STHAIRMAN BURG: What I'm most interested in

s8 wou looked for an outside consultant that was

-« thavy intentions, I presume, were to f£fill

that you cannot handle totally within. And

imy able to do it because of time and scope,

it

adjuast to fulfill that gap as a staff

g3 the examiners that went to the locaticna?

i fegl that we, between the four of us that

tasre in July, that we went -- we might have
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2: sowmsthing different than what we looked z2t.
TEEIEMAN BURG: If you had had a consultant?
& #2 oy she wmight have sent us off in a

4 #i¥fermms gifasction than what we felt what we had

tooga Ln,

# CHAETEMAY BURG: Do you think that would have
¥ #ficisl to have that opportunity?
E & i dan't know.

g | CHAIRMAN BURG: That‘s all I have.

CUHMMISSIONER NELSON: I have a question. I

P i
i %

weg whes ws reopened this hearing on this matter, the

g were gomewnat concerned about the
the
Can you explaim to me what you

this time than you did last?

S # The start point that I looked at before was
et ¥ris time what the start point was -- ARMIS is

document readily available, so that’s where I

gpan redlirection of the Commission, I then
the 9% genexal ledger of the company created
and service. They dom’t use just a year-end
They use a l2-month average numbexr. So you
in, and if vou don‘'t -- if you don’'t take
reports that the company has, I went in andl

cfeated the work sheets personally myself on
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"

sty : roek the bheginning of each month, the

w0 & #f wadH o far '9%5. That gives you an average
buww agped =f LHoSH. You come up with 12 averages. You
% o ot & B = e 2§

s8:t divide it out by 12 to come up with an

% i ueed in the cost study. Before I just

= auster, 1 didn’t get the -- go back in and
avtusl genweral ledger. This time I went

"

te s he general ledger and came up with the number

E

yitimately on the ARMIS report.

IM1E5I0ONER NELSON: Would the process that

s t4s second time around, would that identify if
5§ tust some like transposing a number problem
“n this, or would you find that? Orx
; & 4 r# noef comparing it to ARMIS. Did we

P
#EY L¥Pa 9i - -

COWMIBETIONER NELSON: I mean would the

¥ou used identify like if there was a

&

& npumbeyr or math error?

it, wg did find within the Sheet G is the

i
g

When we got into the support paper

ttemg, we did find one that had been picked

So is the answer yes?

B
bt
yR
W
pic]
o
&
@
N
[y
o
th
e
o]
{58

but that wasn’'t a
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Gy t mean that was more specific to the

.

£ wouldn't -- we didn’'t £ind anything

[l

L

£ 32 numbers, which is the total

3 #YHGTONER NELSON: But would it identify
% % 3

#f problems 1f they were there, if they

shat 1'm aware of.

MIBETONER NELSON: So it would not pick up
Lime that?

I desn’'t think so0.

COBEMIZEIONER NELSON: On page fourx, line two,

T s*sff'as on-site investigation report, it says
= abous no material differences were found.
% E & Fag .
% % COMMIZSIONER NELSON: What do you -- what did
B % gonasider material difference?

3 ¥s1l, in this case it was pennies. The only

wé found was, X believe, it was in the continuing

;eyde where there was a penny’s difference

¥ i TR

ta coming out exactly the same when compared

seral ledger,

MM IEGTONER MELSON: Were there different
#ateriality depending on the account type, or

ths gsame standard across the board?
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sf rhe numbers tracked to the, i1f not to

they tracked to the dollar. 8o we didn't --

i ¥ s the same, it justified that the input was
B
4 MMIZ2TONER NELSON: Thank you.

HRIBEIONER SCHOENFELDER: I have a couple,

already answered a lct of these.

% yuw were dolng this sampling procedures and
£ tHwiewed the transactions, how many, if any, of
7 tinng did you verify back to the original
PE & i bélieve there were two that we ended up
5 % the sotugkl invoice for.
ik HMMINGIONER SCHOENFELDER: Only two separatel

Gr when I think of a transaction ~- is

i #f a trangaction different than vours?

fhie would be --

jx

w
o

MM ISR TIONER SCHOENFELDER: One line item on

iv*s even below rhat. It’'s one item

the ledger would have, say, 20,000

wWhat we did is got an itemizatiocn of

d¢ellay amount within that acceount znd

have for 20,000 transactions that might

4 Hreak out into ten different dollar
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v EL R e d create those 20,000 transactions. He
2 ey @ ane or two of the dollar amcunts, then
‘ ‘% %% might now be down to 5,000 transactiens

# e Lidy amount . We then went to the next level
g vt fFipgd out 0f those transactions that make
gy amount, how many -- in effect, we dust
sing furyther and further into detail foxr the
B g and we anded up getting down to actual
s <

cemg, which would be one transacgtion ocut of the

that might have had 20,000 transactions

SCHOENFELDER: Are you

that this was a sufficient sampling to give

proture of the overall validity of the

%
£ I wmlieve it was.

£

LOMMISESIONER SCHOENFELDER: Ckay. And then I

ter in paragraph four -- and you might

¥

this but it wasn’'t directly enough so

it up. It's on staff’'s on-site

report it says there’'s $1,167,000 of

¥¢ lU's necessarily an error. I think it

e

Did you make an adjustment for

#%agunt, or wasg that just left out?
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'y i 8 Weat's cost study that amcunt was left
sueme staff did its cost study, it included not

Eut the amount associated with the

sty that gtatf made.

FOMMISSIONER SCHOENFELDER: Dc you think U 8
thar oub inadvertently? Do you have
8 about that?

.

there s a data response that indicates it

sriral eversight.

HHISES8IONER SCHOENFELDER: So what if we

¥ ¢ut, what -~- would that lower the access

i+ wouldn‘t lower the minutes.

COMMISEIONER SCHOENFELDER: I don‘t mean the
I m#an the price,
t would lower the gwitched access rate by
iightly, yes.

LOMMIZSIONER SCHOENFELDER: Do you know how

57

ot

so alignely
#or without running it through the model, no.

COMMISESIONER SCHOENFELDER: Well, sometimes

iighrly in these dollar amounts are guite a

g 1 want to kiand of quantify it

e
e
L]

had to gusess, I’'d say it might make a

surt In the sixth or seventh decimal point.
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CORMISEIONER SCHOENFELDER: Thank you.

#8 HOSBECK: Harlan, I've got a couple

8 sf you. On page four and five of your

% tast imony you talk about ethical standards of
% s which U 8 West subscribes, and apparently

4 % ‘s something that employees must sign. The first
# ! have is did you réview this ethical

# 4%  Have you read the document?

& ! we ¢did receive a copy of the document. I did

read they whole thing.

R
P
it
&
L0
2y
3
-~

To the best of your knowledge,

e & ¥ G
- § 6

snyething in these ethical standardsg that would

P e it an smployee of U S wést from making a judgment

. an addustment to inputs in a cost study? 1

% & %ay that again now.

s % ; MH ., HOBSECK: Well, what I'm saying is, to the
: s % | 5% youyr knowledge, and based on what yvou recall of
; “ % g #thical standard, is there anything that would

. ; an auployee of U S West by reason of these

4 ¢y nienl standards from making a judgment call on

£ a#itd Lo laoputs to cost. studies?

s 8 % A Adjustments to -- no. That would just be --

b0 & save to make a decisilon on whether to includs sy

gdizatmaent o0y exclude an adjustment.,
5% %, HOSECK: In other words, does the ethicsa
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t specifically address judgment factors that
#5 =i U 8 West may exercise in the course of

Gyment?
wr MEASTON: Mr. Hoseck, if you would like,
¢ wii: provide those ethical standards to you as

g,
.
N

timd axhibit.
8 HOBECK: I don't think that’s necessary.

#y Besat ocan answer these questions to the hesgt

Thank you. °

Well, it seems to me that the

sy andards themselves are the best evidence of

#81 standards are, not Mr. Best’'s

Unider the best evidence rule, I1’'d offar

thO8e .

#E, HOGECK: If that’'s an cbhjection, we can

i the racord. But I prefer té;have Mr. Best

Fh

B2 guestlion. Thank you.

¥rom what I remember of the standards, the

bBusiness code of -- code of business ethics and

sfid compliance program, there is a -- based on

sr¥igory level, the individual can make the

irable for a given level of expense in signing

and that type of thing.
Bur ag far as U S West’'s adjustwents to the

wag trying to get that in to coordinate




i

] tm,nr one for the adjustments to the cost study,
s + pwmink that necessarily coincides with what they
o g :ney do the business and ethics conduct.

Do tx thsre anything that prohibits an employee who

e

@ ¢ what we might call a gray area, an area
E b for Ywdgment?

w
Ry

-4 2wy 14 Big employer’'s favor? It’s a hypothetical

et
o
L

¢eney sign for the code of ethics. And I

®E MOBBECK: Well, let me put this another

rnig s=thical standard, to the best of your

vity. fras regolving a matter in his employerxr’s

& I gusss I'm still having a problem following

what you're trying to get to.

i, HOSECK: Ig there a correlation?
W5 . CREMER: Excuse;me, do you have a cite or
you want him to look at in that document?

ME. HOSBECK: I‘'ve referred to page four and

o

iie testimony and that’s all that I'wm asking.
. CREMER: No. I mean in the code is there
sfming there that you want him to look at?

MR . HOSECK: VNo. It’s a general question.

gensral question is, is there anything in that

snduct, to the best ¢f your knowledge, that
an smployee of U S West from making a

sa#ll in a gray area that would resolve the
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pam 5188 T Hat sanse,

BE HEASTON: I'll object to the question.

4 bBypothetical; and you're referring to

v

# £ darumant that 7 § West requires employees to

5 tewiew annually, and comply with. And if we’'re

B @ £ sgpeculate here all over the place as to what's
Dhe BT cument and what it can or can’t do, I think

2 Z ‘s lmproapsr. And, again, I renew my offer to

to the record a copy of the document as the

acs of what U S West employees are required

M, HOSECK: I understand your offer and it’'g¢

8§ #hat '@ asking. I'm asking the question of
i % ##ey &#pnpd to whatever his ability is to answer it.

e

8% | & . I'm not able to answer it based on what

b % Giv¥an me.,
MR, HOSECK: Okay. No further questions.
) RE% LBSESE &Y -

COMMISSIONER NELSON: I have one. On page

e g paragraph three, of the staff’s on-site

2 % st igation report, it talks about the Coopers &
E % igsued an ungqualified opinion in 1995. Did
%3 ? & Lybrand issue a management letter in

ia % ;o tiogn with that audit report?

1 ) A . Tes. I believe the letter is in one of tha




s CMMIZEIONER NELSCON: Were there any

ipeuss noted in this report? And if there

5 . wmis  were thsse lesues pertinent to this case?

% & i don’'t recall that they’ve determined
far ag management. I don’t recall them

% s ring as far as maﬁagement error.
: COMMIGSIONER NELSON: Thank you.
o ME. HOSECK: Do any of these guestions prompt
ex i ¥Rk, LOW: I have some.
- é HE L HOBECK: M. Low, proceed.
RECROSS-EXAMINATION
# :§2
vE & fsery to prolong this, Mr. Best.

2islov talks about the consultant selection
Big tegtimony, but since you talked about

{ batter ask you too. You noted that

a8k you this: You said that the

you contacted as for potential hiring were

7 £ # 218t that the Commission maintains?
! & f weuldn’'t -- I don’t know if it’s a list.

#» is [ believe Mr. Rislov keeps a file

.

someone sends in a letter that says, "Keep ma

& ¢¥ou want to do this or that or some other
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# sipt, or any of the other parties %o
# 5
2 % rmat was one of my questions was what were

svpemeia uwesd to avoid conflicts?

8 & whsan you exclude that, you really limit --

tne consultants that could possibly be

¢ & sgay. 8o the criteria was whether they

gurformad work for any of the parties to this

That was one of them, yes.

#hat were the others?

L% & tr gould be -- I thought there were mors, but

o

¢ 4 maybe one that 1 recall is just were they

N Fed4 with the present parties of this docket.

4 # § 9. fway. Well, was one of them that they --

) gntities had performed work for a RBRell
6% ¢ o company?

=1 i don't know if we got that specific. There

ehary of smaller consultants that do work with

§ g T g sw g

taiecommuynications companies, but thev donft do

o the level that we’'re lcoking at with U 8

ehey might have heen considered, but they

mean 1f you're dealing with a one or

5 wsnt v sesist staff or one of the auditors for
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dep Sk wark in the time frame involved.
& Anid in response, I think, to one of the

170

semes fiym, for them to drop everything and assist
va this endeavor, they just couldn’t do it.

2 “kay. That was the other question I was
s mek you aboubt. You said in terms you talked

P rguitants yourself?

& That's what I recall, vyes.

i And the other staff may have talked to some

# i believe so.

the ones you talked to indicated that
they couldn’t accomplish the scope of

yau ildentified for them within the time

af the Commission’s procedural order?
S fight, based

on the Commission order that I

#ach of the consultants, they felt they couid

gquestions, tried to explain the

Betwsen an audit and what you view this was

#ite investigation. In my experience, let me

thaat for you and see if you agree with it.

tends Lo, in addition to tying back the

o the kooks and records, tends also to look at

tné warioug transactions have heen accounted

2riy under the accounting rules that are
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#
7

e Y%

Beoaude accounting rules are not always
BFisek and white. Is that true?
¥eal. The audit gets into generally-accepted
g principles.
&ngd that wasn't something you looked at?
o, we did not get into the GAP at all.
Auadita also tend to look and see how
booked to make sure they’re not booked
other improper -- booked in
improper way; is that correct?
i'1}t rake vyour word for that, ves.

Ard that's not something you looked at in

€&t igation?

ey

want Lo turn to something else. I just

tw clarify something and I'm not sure it's

But I think in response to Mr. Gerdes's

#Bouy the discretion of the Commission for a

£to & carrier requested phase-in?
if you go to the Administrative Rule, it'sg

gnd white in the Adwinistrative Rule. That

sk Yor itself.

“kay. So if there’'s no mention of carrier

18 that vule it‘g -~




&

iR

s

&

P

-3 i

‘mogoing from memory.

@ aEay.
> 'ne rule speaks for itself.
- Fine, I just wanted to make sure there

sonfugion on the record on that. And I

A §

! could get a clarification what you

tand ¢he imputation requirements are for U §

: f Bellsve you stated that for noncompetitive
B s#s that access revenues are imputed, but for

. tws and emerging competitive services aczcessg

wegonsss sye ilmputed. Did I misunderstand you?

& I the cost allocation study, it breaks the
o ®s&t into Lthree -- into the three categories:

titive, emerging competitive and fully

it ies . When you get to the total column, the

revanue eguals the imputed expense. So vou

i whAeid you get to the total company, you don't

the imputed amounts. But when you get to the

POT '8, if you will, for emerging

you would see a number for imputed

is Hegwvenues or expenseg? In other words, for --
g take a&an example. MTS i§ an emerging competitive
CweediTeEs 18 that correact?
3 i you look at the noncompetitive part of the

merrarse
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sy

puted revenue from the emerging and the

S0 1f you go to the tell, which is

cmsapig pompetitive, you would see an amount for
# #epatiae . Thar 1f you go to the noncompetitive
g za- ¥ paw mse iwputed revenue.

¥

&
i & :’{?»-
s o midh LBE
. -
ERE g4
£ 8
i

[ - d
i

= Commisgioner Schoénfelder,

*»

DRay . t think I understand what you’'re

That's because access charges are

the aoncompetitive and noncompetitive

#a Ehose are revenues that wers asscciated

o

imputation of the expenses to the toll and
wg ans nonewmerging competitive?

ight. Bwitched access is noncompetitive.

T8 18 a mevging competitive.

2. LOW: Thank you. That’s all the

i Bave,

ME. HOSECK: Any further questions of this

i CHEHEMER: I just want to clarify

did you want

math on that million? He said it

the sixth or seventh decimal, and did

late-filed?

&

COMMISSIONER SCHOENFELDER: No. I think I'm

rhag .

. UREMER: Okay. Thank you.
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¢ e eeeaT Bt

%  HOSECK: There being none, this witness

w4 A rusad, Laet's take a break for about 15

iRT THIS TIME A SHORT RECESS WAS TAKEH.).

¥, HOBECK: Back on the record. It's my

ng that astaff wants to recall Harlan for a

st ian.  And so procesd.

%, CREMER: Thank you.

$URTHER REDIRECT EXAMINATION

o fonebody had requested as Exhibit 155 that

Bewi put in the number of hours that he has put in

¥y 1 And, Harlan, have yocu gathered that

B EED FORT

& The hours that I pulled started with July 2rd
y#ar and go through Séptember 9, which was

znd that totals 324.8 hours.
CHAIRMAN BURG: Question on that: Our fiscal
%% ©ourse, starts on July 1. And when you talk

thig ¥ear, there were none on this year before

¢vioud fiscal year?

& what I did, I took the number of hours frecm
#t¢ nf vhe Commission’'s remand order.
CRATRMAN BURG: Okay.

Iy

#B. HOSECK: Does that prompt any further

LR T S
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Gumdt s me fron gouynsgel? With that, I think the record
5 ¢ owae refiscsct that the reserved Exhibit 15% has heen
:ﬁﬁégﬁaaﬁé shrough oral testimony and that thera will be
s e any late filing'on that. And it*s also

¢ gt snding at this point in time that Mr. Welk

=dural matter.

. Wi WELK: Thank you, Mr. Hearing Officex. i
# | fugpsatfully appeal to the Commission as a whole

g wig the Heaving Officer's ruling on the exclusion
% ? jEiE 184 And I want to -- the Chairman, when ws

+: wimzred this hearing vtoday, was clear in his opening

any matter in regard to evidence ruled

it
i

Hemring Officer was a preliminary matter

3

the Commission retained the ultimate authority

oy gxelude evidence.

hknd I want to give you just a very short

why | believe that 154 needs to be admitted.

#l1, Judge Zinter directed in his remand ovder

Cosmiaslon determine a fair and reasonable

%4 gontains the information about the total
g4 TN Y ., the rates charged by cther switched
& in South Dakota. And, granted, they

tifferent costs, but the rateg they charge the

4]

South Dakota for the same service that U &

1% &t i1ssue in this case clearly is relevant
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. # o . denve as £a whether the rate U § West proposes to
~pssgn 12 faier and reasonable in South Dakota.

asked at the first hearing

g W October 10th and 1ith, 1956, at
g P1d 11%, are the various switched

& weew®e rfates by other access providers in South Dakota

=N
oo
W
o
s
¥
&

inforwmation that’s on 1547 The

secsived that into evidence.

i ot Thirdly, MCI -- and we don’'t agree with their

P takes the position in this case through

%y i6f and their arguments in gquestion today that

s ! wems wf the Ffartore set forth in 49-31-1.4 which

oa | mnl

p¥iee regulation need to be considered. And
5f those factors are whether the price is fair and

nis, tha price of alternative services, the

foir
.%‘
it
4y
e
R
™
on

for the service, those types of

&

Wow, 154 clearly contains that type of

¥ 0 B PHmAL LOE. It's the overall market. It’'s the total

wEwE . It’'s the minutes in South Dakota by other

#d 2z¢688 providers. It’s their prices. Now,

sRat zvidence was sought to be introduced, MCI

%0 you have put U S West -- if vou exclude

yaw have denied U S West the right to show you
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L st o 1

shst tme rates are of the same providers in South

: s%ofa, and alao vou've deprived U & West of putting
s ¢sscard the evidence on the very factors that
% waid ahould consider. So for that reason I

rwily raquest you to overrule the Commission the

sur counsel and admit 154 and all of the

surrounding 154.

%

s CHATHMAN BURG: I'm going to invite comments

B s Be others ag to that request of the Commission.
g Bty ey oounsel want to make comments?

sy 4 #E  OPRDES: Mr. Chairman, members of the

sion, on bhenalf of MCI, I don't recall that I

£ this exhibit. The record will speak for

st did 1?7 I don't think I did. The poirt I

i

% i that this perhaps is relevant evideace,
% sre Siec wmy examipation was circumscribed in

st comtend that all of these companies,

access costs would be movrs

e [ I . S X e
3 I it more miles of iize ara fewer cusToners
;
e s e - - .-
£% 5 B ¥ thege than oy U 8 @2sT .
by B g 5 * T 5
Ea Buy . monerheless, Ior the limited purpose
i s & @ 5 e, B g X L =T b < v e
i it represenis, I have -- MOI has no objecticn o




raeioen of Bhlias exhibit.

Mg BITER: Well, for TAG we do object to

f think the testimony of Mr. Best

soatzd that from reviewing this, you still can’t

& 5% ke results are and what the access cost is
fws awsh &f *nege entities., He said, as I recall --

v he sald that, "I put together what was

#f me, but I'm not representing to the

today that you can look at Exhibit 154 and

&5
£
o
%

sLay what the access costs are for these various

=4t peE L hat are shown on there.” I don’t think it’'s

More importantly, I don’‘t think it acrcurately

2 5§ Weat is trying to introcduce into the

I dorn’t think it supports their argument.

it'g vague and indefinite in that regard.

aer
Er
&

t'g going to do is confuse the record.

ME., LOW: As far as Sprint is concerned, I

-~

0w Enat we object to the admission of the

45 fut [ would argue that it’s not a comparable
i g not a price for a comparable service or

5t Lvé service. Sprint cannot go to these

sh#8 and get originating or terminating access in

#est exchanges. It’s a different geographic market

% W % Kegt's accaegs service. Sc that would

be ouy
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gz e

Boe g o, ma e d ¢ wvou do let it in, we’d argue that in ocur
5 vw o &n4 so for that reason we really don’t care

it in or not.

¥ CHATEMAN BURG: Any other comments at ail?
s ME MABRMET: The only comment Dakota would
Gegpw @ B o5

sze ta [ think that need not itself bhe

s aaved by the Commission, but the dockets contzin

# saE Lan,
#E . WELK: I'm urging the Commission to

5 ¢ne dockets themselves rather than the
3 And the first request, if you recall, was to
i # e 3 noetice of all of these dockets, which was

# b ow s 80 I would ask as part of the ruling to
5 8 ths Hearing Officer’s ruling on that matter
% f Bslieve Mr. Marmet is correct that would be
o 2 gvigdeance, all of the dockets and the numbers

oE CHAIRMAN BURG: Thank you. I°11 turn it to

8% igwion. Any comments from Commission?

%

MISSIONER NELSON: Well, I guess I'm going

getaining the Hearing Officer’s ruling

B#lieve that the informarzion ispn't

tiy velevant. And what somebody else charges

5 doesn’t necessarily make what you

2

B2

foy the serxrvice and your costs andé
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- mimy moanr are different, so I don’t think that
sv o o®m P omly And ¢ think that the Commission and Hearing

<¥i.ogs wss sppbropriate and should be supported.

SCHOENFELDER : I'll support

s amey Melaon'd comments.

THLETEMAN BURG: I'm geoing to concur. I think

sw b4 @probably ¢go elther way because we could always

graw 8 whasteavey welght we want to give it. But I do

sises Emose are tariffed items already. The

L

. =& get those rates. We know what they

4

hink it's® necessarv to do that. Plus, I

sftd can be made in briefs. 80 with

#aet . we 45 uphold the decision of the Hearing

MR . ®WELK: Mr. Chairman, that applies the

#4 %o the tariffe and judicial notice of the

snid ¥E¥xhibit 15%4; is that correct?
THALIRMAN BURG: That'’'s correct.
ME, WELK: Thank you.

i THARELEMAH BURG: Thaﬁ was the intent of the

M.

x

HOGBECK: Staff may call its next witness.
i, CREBMER: Staff would call Loren Hiatt
g ME. LOVALD: 1I'd object at this point in the

My understanding is this is staff




e

4

vaas: raany grd gtaff witnesses. If there’'s an

gmwr-primfa time ba call Mr., Hiatt, I don’'t think it's

+¥¢ of the proceeding.

CREMER Wa2ll, I believe I'm allowed toc

#y cass ag I so choose, and 1 choose tc call

i #
i

O

B HUOSECK: The objection will be overruled,

6o

t:1! be allowed to call Loren Hiatt.

o
&
iy
ey
rtn
s

LOREN EIATT,

tied a8 a witness, being first duly sworn,

#4a8 sxamined and testified as folleows:

PIRECT EXAMINATION

& fzuld vou state your name for the recorqd,

& #y nams is Loren Hiatt. It‘s L-o-r-e-n

&
2
S

s What 189 your address, business address?

3% Bouth l4th Street, Lincoln, Nebraska,
Musber 3006, 68508.
3 adnd who do you work for, Mr. Hiatt?
& P work for ATET.
i Antd how long have you been employed by them?
feventeen plus years.

i Bave you been involved in this case,
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#in s Lte lnception or at any time?
Yen, paviodically off and on.
wrat ie your title with ATET?

Agasislant vice-president law and government

sxactly does that mean to the rest of

it means that I'm responsible for all
ragulatory activities between AT&T and

gentities in the states of South Dakota

s B

i

P
[ 4

w g F

b g g

&

£
g,
X

¢ 4@ I right in my assumption that you help

Li¢¥. AT&ET's policy, within the state of South

! Bslg ferm? I have input to that process

tie te law and government affairs for a reason.

affairs part, and the law in the law

g

# Denver ia primarily our guiding source in

see# Suoh 48 this.

Ant 16 South Dakota one of the states that
sggigned to? .

Adzsigned to me, yes.

What other statesg?

Hehraaka.

Hawe you read any of the Commission orders
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mgewn Besp filed in this case?

i weiiave I vead the last order that came ou:z
the cpurt appeal.

¥y were aware, weren’'t you, that the

s.wabsas - - that thig case was remanded to the

il &k

S
.5:‘,0.
s

e L 2T

i1
% %
ES :"Q_‘i

parties -- various of the parties
ts do a number of things?
¥#a2, gensrally. I did not read Judge
fuli bench decision.
The bottom line what I'm trying toc get at
. Loyen, AT&T has been in here from the get-go,
pughing and shoving, throwing mud, but
hevs today --
ME . LOVALD: I'm going to object to the
thig witness. We have no burden whatscever

proveaeding, and the burden ig with U S West tc

g 3

B that ite rates are fair and reasonable. And

s2¢ the point of staff taking an opportunity to

t ke manager in terms of what we may or may not

ws By way of preparation for this proceeding.

#E. CREMER: Had I been allowed to finish the
bzfore the objection was made, I don’t believe
#tiun would be necegsary.

#E. HCSECK: 1T will grant the objection in

stated, it appears to be argumentative.
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o ALl righo. Let me start again, Mr. Hiat:t.

smeir atiormey; 18 that correct?

& That is correct.
E My quastion would be why?

“h . LOVALD: Well--

& t¢ you know, if you know. HMaybe that’s not

ey 2f tpe decision you make. Maybe that’'s a legal

I‘m just asking if you know.

8B, LOVALD: I'm going to object on the basis

s

s i8 calling for confidential attorney-client
and information that is never, never allowed

ok tecited between either from an attorney or a

i 8 proceeding. It’s highly inappropriate.

e @ tionable. And I move tc strike the
@t § e
HW# . HOSECK: Sustained.
o ¥ag AT&T aware that they could have done data
regvesig on U § West in this matter?
ME. LOVALD: 1I’'d object to that gquestion on

it calls for a legal conclusion on the

sy
¥

Wy, Hiatt. He’'s not an attorney. He wasn't

.5e legal decisions in terms of running ou:

thig particular case, and he wouldn’'t be the
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5%

-

BS

cHE LBt e

witnegss to ask.

HE . CREMER: I don't believe it calls for a
p ~uAaclusion ags to whether or not Mr. Hiatt read
& and undevrstood that this case was remanded
sad R4t the Commission then ordered that it be

wir kin swidance,
MR HOSECK: As I recall the guestion,

Hiatt is aware;

g

: allow the qguestion to proceed.

& Gsnerally speaking,

H

it

and in that respect

I'm aware that any cass

ww iuntéervens in we can file data requests. That would
i ia one.
Y Gkay. And did you, as far as you know, in

ME . LOVALD:

I abject to the question.
G . CREMER:
dev&loped on this yet.
HE

LOVALD: I'1ll stipulate we didn't

st icular phase of the docket did AT&T file any

The record speaks for itself.

I don’t believe the record haa

file

ird

#my dsta& feguests eince the issuance of the July
M5. CREMER: I believe that an attorney
resily CanAnot give evidence, and I would prefer this
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e

9w the wilneas.
®E . LOYVALD: I'm not asking to give
Bow b R B W P'm offering to stipulate soc we can shortan
L 2 £
-y
Wi, HOSECK: What’'s the objection again,
R RS T

LOVALD: Go ahead and ask your guestion.

o
v
7+ 3

answer is no.

B
Hx
o)
a3
k3
i

is there a particular reason why?

LOVALD: Again, I'm going to object on

"#e Fasis that that’'s calling for confidential client

#tegy information developed during the course of

tgation.  Under the Civil Procedure Rules it'a not

fpFopriate guestion.

M5. CREMER: That's-all I wanted to know. 18 4]

% a&ttorney -- if it was developed by the

rhat’s fine,. I was curious if it was a

sey decision on the part of AT&T to no longex

in this case. And that’'s all I

I don’'t have anything more.

MR . HOSECK: Does this prompt any further

#tions of any other counsel from Mr. Hiatts

MR. HEASTON: 1If I

-

could.

CROSS-EXAMINATION

BY ®ME, HEABSTON:
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4uat, Mpr. Hiatt, were you present at a

4 o4 wmorion by AT&T to dismiss this docket held

‘smuwary S3rd, 1997, here in Pierre, Scuth Dakota, at

ar* g Inn?

B f ¢an check my datebook, but I think I was

The record would reveal that.

ot

don‘t think 8o unless -- I don‘'t remember

taat iiying.

sl ieve 1 was here.

i it was a motion hearing which led te the

#1 @sydsr which was appealed.

o Aand which 1s the subject of this remand. Do

gnow Hr, Glenn Solomon?

& 1 do know Mry. Glenn Sclomon.

9 B0 you know what his position is with AT&T?
# #e's a consultant with ATET.

b is he ap attorney?

& . He i an attornevy,

&, 2id he represent AT&T at that hearing?

b, Yeg, he did.

. Do you remember a gquestion being asked by
ca#aioney Schoenfelder whether AT&T would be willing
#i;¢e additional informaticn to supplement the

“# in this matter? And Mr. Sclomon, on pages 1360




18¢

l - snd s3izi =f shat record -- I should say really pages 3.
i ssd 1y ~f =hat record indicating that AT&T would

.esiaeniy Be willing to gsupplement the record if thisg

& SRSShaEa
%

& - HEE WHTH @Eat ra-heard?
F . A f'm not too sure 1if your characterization is

sea=i ity f£ight whether or not we were ready at that time

L gmant the -- 1if we were called upon to do so.

iisve that was the juncture which Mr. Sclomon made

i

. MiE . HEASTON: I would just ask that

in cthe transcript from that docket pages 32

a#
R
(e
E
b

that a part of the record.

52 i ME. HOBECK: I believe that's already a par:

a0
g
P

§ % } WE. HBASTON: Part of thies record, sir.

: % ME  HOSECK: We can just note that in the

5 ¥ tH&E LhOose payges are t%ere without neceséarily

i thew ancther part of the exhibit list, if that’'s
TP ageneable

k. HEASTON: That's agreeable. That’s all I

Typ
A
gg;,

. HOSECK: Any further questions of this

&
¥
i
&
k1
3p
Eap
!
P

VY

not, you're excusged. Staff, call your

i N & PN HE
& E T wWELIHGEn

#E. CREMER: We would call Greg Rislov,




GREGORY A, RISLOV,
5 ~ailed ag a witness, being firet duly sworn,
& was sxanined and testified as fcllows:
DIRECT g@mwﬁm_@l
B my g CREMES
o5 toulid you please state your name and business
2 the record.
% % & #y nawme 18 Gregory A. Rislov. My business
sy | is Btate Capitol Building, Pierre, Scuth
eyl
i ? & And what 1is your current position with the
5 & i'm the director of the Fixed Utilities
i #f the Public Utilities Commission.
X o #low long have you been with the Commission?
? o Far mlightly over twenty-one vears.
o E . WHecre you one of the analysts assigned to this
Yeg, I was.
& & Aad have you reviewed U S West’'s application

%33 ©f the sxhibits and prefiled testimory that

with the prefiled testimony?

5 tae.
I

8id you prefile testimony in this docker?
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& veae, I did.
@ t front of you is Exhibit 37. Could you

that, please?

. & ¥Yog. It's a copy of my prefiled testimony.
% e hrea Lhere any changes or corrections to that

i 5 e
b fe it I were to ask you all of the questions
% in that prefiled testimony, would vou give me
: ¢RHE ARswara?
& ¥es, T would.
. i Mg, CREMER: I would move teo admit Exhibit
& MR, HOSECK: Any objecticns? If not, exhibi!

> H

c% 5% wiil be adwitted.

% What's the purpose of your testimony today,

i
P

Well, T offer recommendations on several cos

@l Em¢FICE fs60es. And I've tried to address a public

tague, timing of a phase-in, rate shock, rate

¢ption, and then just gome general theory abaout

regulremaente.

o OJkay. Let’'s begin with the much more mundan:

Let’'s start with your recommendations :tha

Mr. Best regarding adjustments to the 1%%
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%
E

vl

-

#

=

3 what igsues did you analyze and why were
imeusa ploked?
#, i think, 1f I could, maybe a better way to

1% was that we analyzed the filing. And from

B
o
#e

iyais there was determined that there were

st of gervice issues, and of those issues I

-

gaignad to take four. And those four issues

s

% o the pension asset, the 1994 federal tax

=g . ths removal of the reconciliation reserve

#ai that'g a lot of R's there -- and then

)

a0 sgulity.

o Bafore we begin, can you tell us what test
wag smploved here?

# TYhe Ltest year was calendar year 1995.

& id staff accept all of U 8 West's propoaed

axtmente’

G ¥hat adjustments did staff disagree with
with the cost of service adjustments?

e #all, those I just mentioned, obviously we

4, but the others are contained in Staff

"w.rme3% Epadle’s testimony. You mentioned cost of

adjustments. Those would represent what I

oy



g
5

B

=
D
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wows.d wBara-tegize Uhe cost of service adjustments.

o fhen .88'8 gtart what is the pension agset?
B fr involves an accrual related to pension

T fad whst had happened is that U S West had

% wwwisted, 1 guees to simplify, more funds in their

s#:t,. thsn what thedir expense dictated they

they placed that overage into rate base which

provided for a recovery. I eliminated it

RN

A%
4

474 base and therefore from the cost of service.

2 And that was your recommendation to Mr. Besgt?
& Yaw

@ Dkay. What is the 1994 federal tax true-up?
& e8ll, in short form, it involved a short-term

that 1 believe this Commission hag never

rapriate for inclusion of the cost of

. #ndg it just removed that particular short-term

[

#i: from the cvost of service.

& And, again, that was your recommendatiocn to

& Thaet's correct.
@ 4nd what was your recommendatiocn with regard

reeoneiliation reserve reversal?
A ia my testimony I characterized it as being

P

i# mature to the 19%4 federal tax true-up, and

endat ion was the same. That it be eliminacved




ik . anmd as to the return on eqguity, what was

st 487 & pmeomsendation there and why was that number
BB T

% ! g% to greater lengths in my testimony and

» sme testimeay that was [iled a year ago which has been

remaved from the record. But, in essence,

#% had Jdone is relied upon testimony and

® i og @ ‘ st tong that were part of another staff

Boamgs Ta vecsommendation to this Commisgsion. In
4 o A% S;At: i 'f Y

we'we looked at some factors imcluding iust

gr#y rate in the past yedar, and what we’ve seen

tHBe prime rate has actually increased. There’s

. sther factors, but essentially I reached the
i W 8% 1}.5% would still be reasonable as an

g & Du you know what return on equity U S wWest
B & Well, in the forwmer case it was 12.8.

s that the same in this case too?

i
Fou

would have to lock at it. It was 12.8 in

& “id you participate in an on-site

regarding this docket?

k Yen, [ 4did.
e g e And when was that?
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¥s31L, the actual on-site visit was July 21

&g when Mr. Best talked before about going

rime, that didn’t include you; is that

%, | didn't make the trip, although 1 was

1% bhare on dealing with some data needs that

0

& fgoing to have when they got te Cmaha.

#a#ily, it didn’'t work out to have me go.
And you said it already, but Omzha ig where

“#its investigation was conducted, the same cne

et tafmed about earlier?

in U B West’s business office in downtown

amd 1 don’'t know if you recall all the people
visan peid staff met with down there. Did vou
anyone or talk to anyone other than that in

ing this on-gsite investigation?

=t

trink in truth, Harlan named a couple of

Rat 1 den’'t recall meeting when I was there. S&c

would be the same as his, absent a couple

3

and ] don't recall who they were.

Lan you summarize for us what you did in

HEst you did? How you did it? Why you did it?

#11, the review is essentially detailed in




&

fas

Ty

. - - - %18
wae 8% % aubibit, and that includes tests that we all

Ay
N

s general, I would say that we were -- what
s% wade stiempting to do was to review U S West's

wermnet ing processes and how the data was incorporatved

e s mows srofessen. And the whole idea was to comply

cammission’'s directive on verifying the inputs

#t study.

Wik

. What sort of things did you do in Omaha?

L
&

zpffae? Hang out in the sauna?

A #rx, we didn’t. As Harlan mentioned, the idsa

segwatially - and I'm going to characterize

Bur ARMIS was, let’s say, not accapted

iy #% the lagt hearing, so the idea was to really

#ust's ledgers as a starting point, a basis for

cimwing theiy inputs. And the idea for us was to
moasy atficiently our time in going as far as

that ladger, or in from that ledger, depending

t k& nature of the reports, to verify that the

¥ % West uses in the inputs that they input

Enat #rudy are accurate.

What did I do specifically? I locked at
I looked at depreciation numbers. I
mansgenment-commissioned audits. There wers s
=zt sther things as well.

& Zuch aa?
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3 fagiated Harlan in looking at some of the

it
A
s

rerat tong and vtraffic factors. Looking at the M-1%

§% % there were a lot of reports, and it was a

oty BF Ly
¥ What did you do with the results of vyour
& i mow ss & R

? & Hwil, Harlan was responsible for the

¥ o-dsswt tg@atisn, For the work I did, I reported to him

t#atys I had done and;whatever I had found or

i@ v all of that is contained in the attachment
5 b ow 58 exhlibic?
3 ¥Ywah. Harlan is to be responsible for thart.
B ¥ & i
- £ 5% . Okay. Do you have an opinion as to
% #¢y not the switched access rate that staff has
B i@ in the public interest?
. ES £t I could have a sécond to refer to my
B b gy
% % At this point I‘m curious do ycu have an
5k ; & Well, I pointed out in my testimony i believe
£ % | L1 BB, WEH,

& & @kay. And sc then you answered my next

Fa

i#% &8 Lo what is your opinion. And your opinion
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ss5&, that it is in the public interest. End coulgd

5

2y
&
567

caw cmume susmmarize for us why you believe that the

#$oaw o ¥ &

acecsas vate proposed by staff is in the public

B e daveloped the cost study based upon the

& rulean. I, for on=, believe that when thoas
rulen were developed, there was input from
& oy b

fyam all public interest groups. The

reeionsra had a chance to review them. And the

. # ides behind theose rules, that we would establish
i
5o e fery gwitched access that would mirror what ig
. s & iiy vaestes to provide that service. We were

sned about spillage into the local service rate.

TR I

:ncenrned about subsidization coming from the

waeging and fully competitive services. This was

g 1o corral these costs, so to speak, and givs

¢ 0 ow% what | would call a goal or objective when we

sk o #atsklished those rates.
& | Zo, yes, I believe when they were developed

cpnpidered to be in the public interest. Anc

| =% uf zwmis date, there have been no changes made to

swies. There have been no changes that would

dictate that those rules are no longer in the

4 2 LBierest.,
5% fe Thera's been some digcussion in the




sriefa; and, granted, it hasn’t been in the
~ewi .wmasity ¥e? a@ to a phase-in of these rates. Could

s t#il g what concerns you have from staff’s

m tive of a phase-in?

g & Wsll, my concerns relate to the timing of the

£ i and the effect of phasing in rates at what i
#a3t the tall end of tﬁe phase-in period. To

8 %, if one presumed that the phase-in period

;4 me three years, which is the maximum amount of

e R R B FRBpaAByY can 8o call stay out and not file for

54 &witohed accessg rates, that means that if vou

tg aveyage a rate over that three-year phase-in

it would be lower for what, perhaps a year and

ns average, and then it would be higher for ths

¢year and a half.

iE in addition, a true phase-in does not reguire

to absorb revenues. They’'re allowed to

- e

% P and | ¢hink I pointed this out in wmy testimony -- to

o
e

terevsy thewm much as 1f they were a pension asset.

‘¥# zilowed to recover return and they’re allowed

thoge revenues on a deferred basis. 8o what

F
g

#iutd end up with under those conditions would be i

hed

e that would be in a three-year periocd in this case

% e Tl

san the 6.09 rate being recommended by

akrly, it could be in the eight plus range .
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s 1 pointed out before, I deon’t want to

cav s sl Lhalt rule., I doen’t think I'm legally

foa b ;24 . and ! don’t know 1f it ever has bezn

i fgested.  But 1f the phase-in pericd were longer,
. st hing - - that's at the discretion of the
# And, vyou know, perhaps if certain other
were pregsent, & phase-in could be, vyou
¥ 4 viable alternative.

£ 2 s sraff advocating a phase-in, or do we not

4 position?
& He, we are not advocating a phase-in.

g % M., CHREMER: I have would have no more

ME, HOSECK: Cross-examination? U 8 West.

MR. WELK: Thank you.

GROSS-EXAMINATION

wE ORELE.

& feod afternoon, My, Rislowv.

& Zond afrernoon.

by I want to start out with a little bit of some

# fuedtions that were asked of Mr. Best. Since

vr#&and order, or since the prehearing ordar on July

Ll

; Bow much time have you spent in reviewing the
feguestyg and in the trips and that you did in

gipg vouryself for this docket?
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% ae nf my time sheet submitted for the periot
& Lsar Friday., 209 hours approximately.
g 4 #nd My. Best gave us his time. Were there

o
»

af the staff that worked on this cocn-gitce

and reviewed the various documents that

o wmare Previded in econnection with the data responsesg?

i & Buobh Kanadle and Tammi Stanghor.

& & Ave you aware of how much time each of those

5 sxpended on reviewing the data requests an
- tripy to Omaha or all of the cther work i:

o sith thie docket?

4 E & #¥£11l, T think Bob's time would be similar to
5 & ;%%%@ Tammi went oOn the trip - primarily to assist in

#ey teeté when we were in Omaha to help maximize

é #fTiviency, but since we'’'ve come back she has not
; & s whele lot of work on the docket, if any.
% % : #suld you estimate her time to be less than a
) ' Yes
; .
| ’ #well, just rough calculations, it sounds to
5 ; sma% My, Best, with some time in excess of 300, and
. #y . Knpadle were in exéess of 200, and Tammi

kundred, that would be, according to my

1%, Approximately 1,000 hours.

g% & ##l1l, that might be a little on the generous
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2V A

& Ao »f my time sheet submirted for the peric

s.% ry tant Friday, 209 hours approximately.

L B My . Best gave us his time. Were there

5 v i 2 af rhe staff that worked on this cn-sit.
s34% taat ion and reviewed the vérious documents that

@ in connection with the data responses?

& aob Knadle and Tammi Stanghor.
& & fte you aware of how much time each of those
& i twzig expended on reviewing the data regquests an
. the trips to Omaha or all of the other work i
5 timn with this docket?

& 5 A, Well, 1 think Bob’s time would be similar to

% iﬁzbf Tammi went on the trip primérily to assist in

#fy feated when we were in Omaha to help maximize

s L wwr wiPifi@ncy. but since we’ve come back she has not

2 whole lot of work on the docket, if any.
. £ #opuld you estimate her time to be less than &
% Roure? N
5 ¥ g & Yas.
5y & AWall, just rough calculatiocns, it sounds to
% % % #r. Best, with some time in excess of 300, and
%wa #nd WMy . Knadle were in excess of 200, and Tammi

Hx

aundrad, that would be, according to my

approkimately 1,000 hours.

& #all, that might be a little on the generous
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o
hot

% . B Emynape 700, 800
o #har'as the number, do you think?
% a1}, if Harlan had 200 and Bob and I both
& &
o 007
v & Tammi -- I would say 750 and 800 hours.
| i L.ow T00. We could say not less than 70¢
| & Hure,
3 i #rnd you heard some testimony earlier about
5 wEHants Lthat were produced by U § West, and do
P 2 . ieve that it is an approximate sum of aroung
i i & { gid not count them. I have no reason Lo
E % it’s nobt that many. ’
2 £ How would you judge this on-site

ttgation and data requests in review of U 5 Hest

docker compared to other dockets in which othasr

it

suncens providers have sought increases in the

51 & . I"m really not the best perscn to ask Lecauss

ot

## BoL been involved in the smaller companiesz’

2 ¥ tremed aucess dockets, whergas other staff wmembhers

#% . #ay, for instance, Harlan Best and Chariie

#ome other people. But it’s certainly my

A R SN A ORI SR Ur s o - =
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#oig

yovn wstaff has done 1in a switched access docket?

&
&5

¥iru &

z‘,&

ghow R

TEas

s L

iy
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22

;n3 that this is a little more rigorous than

an wnons with the smaller companies.

iy id you say in your opinion as the director

wtilities, this is the most rigorous

[

f would think that’s true.
Mow, in your testimony, I believe arcund page
alked about a two-phase rate. Do you recall

wany?

And I believe you called it a two-part rate;

-

And that discussion, if I recall, was trying

# Commission that on the federal side that
rates do have two parts to the rate; is that
Fixed charge and a minute of use charge?

I think that was one reason, yes.

How, are vou aware whether the Commission'asa

4 allow under its cuirrent -- the way they

#xi8L a two-part rate?

Ag 1 stated in my testimony, I don‘t know if
allow that.

{EXHIBIT NO. 155 WAS MARKXED FOR

(DENTIFICATION.)
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ixa rhne (Commission ever opened up a dock

o

£ Lo

smending altering the switched access rules?

#ail, ves, they have.

t*m handing you what the Ccocurt Reporter has
what's been marked as Exhibit 155, which is

i the Commlission’s Docket TC96-032 dated

4%, 1997, Is that a current open docket of

{ believe so, to the best of my knowledge,

T
s
o6
e
L
e
s

Angd thia was a docket that considered in
teaat the ldea of proposed changes to the
seeees vuleg that are the subject of this
ig rthat correct?

W61l, yes, I assume as it states within thae

Are you aware as the director cof fixed

#& whether there’'s been any action taken by the

@r any other party in Docket 96-032 or any

to® change, modify, alter the switched

¥uis6 Lhat are the subject of this hearing?

When you say any action, I don't know. I
ngt working on it at this point.

Are you aware of any petitioa for rule making

filed by any company to alter, or amend,




cepss. tus zwitohad access rules?

m aot aware of any.

2

&
e
bt

Wi WHELN: r'd move the admission of Exhibit

4 #E . LOW: I thought~155 was reserved.

C Mg HOZECK: 155 was reserved and then it was

% 4 =¥ whaon Mr. Begst put the testimony in through
g8 = tamt PRanY s there any objection to the
¥, e geioig of 1557
; w  LOVALD: I object. Unless the Commission
“ | ¢t take itudicial notice of the entire docket in

santest Lt's been offered, it’s going to make this

apnsar like nobody has-done anything. And I

Epsfe was & request for comments in that docket.

there were a number of participants that filed

wia and proposed changes. And I think the record

besrter for all concerned if the Commission

nottice of the entire dccket.
B % MR WELK: I have no objection to that as

g9 0 oww il

A MR, HOSECK: Is there any objection noted cn

-

5% | i . GERDES: MCI would join in Mr. Lovald's

s% ! ME  HOSECK: Well, if I'm to understand this
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e w7 ihere appeared to be a phase-in that -- there
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e o iegd camvesot, Mp. Welk?

#E  HWELE: That's correct.

Dkay. It will be admitted.
o ave you aware whether the Commission has

srttarisud a phass-in of any other switched access

.z:me sa the state of South Dakota by any other

% %211, in the previous U S8 West docket there

¢t be a phase-in that was conditioned by a

e R B g

A s

wment which was approved by the Commission

ey than that which is part of the record

B

#e just described, are you aware of any other

my any other proceeding which the Commission has

& phase-in of a switched access rate?

i gams of your testimony, 1 believe, addresses

.

the switched access purchaser to pass on

3 the end usger; is that correct?

¥

o

don't think ~-- 1f you could point

#l:y, I don't recall getting into that area

{
B ¢ yvou look at the bottom of page 11 and oveﬂ

v

oy of page 12, there was a discussion during
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i vi lat you look at that about this

val ~f Mr, Enadle about the three dollar

iy o residential U 8 West customer. Do you

discussion in your testimony?

My guesation to you is very simple. Do you
#rsonal knowledge of -- strike that. Do You

spacity ag fixed utilities director to s

[v]

t

tust U & West charges its end users for its

fhe decimion on whether an increase in a

#omes rate will be passed on by the purchaser
#z#g decision of that switched access

iw that correct? ]

i1, it will be a decision I can’t make. I

it’®# & business decision of the purchaser of
sccess whether they will pass any or all
e on to their end user; is that correct?

i oaxpect ultimately, yes, it will be their

#fter the remand by the Circuit Court, are

uf anvone who requeéted the Commission model
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k: whai point?

Yy

' mr the remand back from the Circuit Court

%

#ta regpondeg and the on-site. I'm asking from

e

the remand from the Circuit Court 4id

<o did U 8 West or the staff re-run the

yau're aware of?

ehat 'm aware of, but that would be a

to Harlan Best becauge he is the one

Weuld you agree with me that substantially
sthet switvhed access providers in South
charge rates higher than what the
vrgcpmmendesd in this case?

#ell, the LECA groups rates, ves, are higher
4 that vrepresents a substancial portion of

avvesgs providers, so I guess the answer would

And how many companies do the LECA rate
represent?

% 5 =

£2, 23. 1 don't know. I don’t know.
Lo yoiu know how many switched access

ere are in the state of South Dakocta?

il

swhere in the 30 range. I do not have an

#arlan keeps track of those statistics.
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-

- £ vou know about how many resellers there

wa. % o Eflew mtate of South Dakota?

& Sway 250,

S
g

WELK: Thank vyou. I have no more

.
1l
Sy

% ME . HOBECK: Cross-examination by Sprint?

R . LOW: Yes. Thank you.

CROSS -EXAMINATION
i B Lokl .

i Hy  Rislov, you’ll be glad to know I'm not

es o gy $9 68E you about the cost of service adjustments,

f @w have some questions in other areas. And yeu

g 2y coungel for U S West about your
& e your prefiled testimony of two-part rarce
thargea. Am I correct in concluding that

= favor the Commission considering changing its

b ti ailow for such a two-part rate if it’s not
i & % wadar the current rules?

= & ¢ don’t think it would be correct to

¢ 128 my feelings as favor, but I think it would

2 e £¢ characterize it saying there are options
'y é # #%4i with what I call problems related to

e : sizaciong cost of service, and sometimes those
L in the way rate design is structured.

& Dkay. MNow, let me -- I asked vou if you
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@ ... % Tawat P he Cmamission consideration of the

& wesil. by tnat I would take to mean the

wally approving a two-part rate. I thinlk

issions should be able to consider virtually any

that's one that you would want fthem to

seak s im oparticular because since you've discussed it

#e Wme o ® b3 your testimony?

|
e

rrink rate design is one of the major

i AR

we're all here today. So I would favor anw

igsioners would have that would aid in

4 Yaw, Mr. Welk also asked you about the

‘s proceeding to revise or consider revising

charges.

i Do ovwou recall that?

&
5
o
5
3]
o=
=

have an opinion about whether the

20 should proceed to do that at this point?

& 411l, at this point I would like to wrap up

#¥8t with the rules we-now have. I would say

wigs docket 18 completed, then open a rule

L=

Aad 1f cthe Commissioners and the parties and

e s A LA A
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s it amst all the participants feel there needs to b=
6 cme soyf of revision to the switched access rules, I
Ler yes, indeed we should.’

i #2111, they already have opened a proceeding.

& @fur right now we‘re in the midst of this

& ir's tough timing to say right now start

Bwiging Lhose rules.

o &n page five of your testimony you mention
facs that the Telecommunications Act of 1996 has
g Ehe market in the way we view costs. That‘s an

L starting line 12.

& Well, I

don’t know there's a guestion theare

¥

R

ink

¥you really have to read the answers an

o b omEEm %

4 through 16 to really get a sense of that

Well,

I understand but I was just directing

& gure

#y ¢gquestion is wouldn‘t you agres thar the

w@uigsion nesds to revise its access charge rules in

¢f the consequences of the passage of the Federal
HZ. CREMER: I'm just going to object to

i'm 1ot sure of the relevancy of changing the

Bight

now we‘re talking about switched access




emt ¢.u.== we have before us and there is a docket

gprint would like tc, and they may have even

. .83 -newmsanta previously in that docket, burt at this

% ww.mi 1w ‘ot sure of the relevance of this line of
& Mi#  HOSECK: The cobjection is to relevance?

MR, LOW: May I respond?

*
=

HOSECK: Yes.

g MR, LOW: The Commission in its prehearing
# s fome oh

1ia phase of this proceeding asked whether

proposed rates were in the public

It's Sprint’s position that it’s not in the

5 i intarast for, among other reascons, the fact that
i % shargea as calculated under the current

riwzion rules arvre simply not viable under the
Te¢lecommunications Act and they need to be
and that should be done as guickly as

2. And until that’'s done, it’s not in the

ipteregt for U S West to double its access

» oniy to have them reduced hopefully as scon as
caommigslion can revise its rules.

3 M#%. CREMER: I guess I have an object:ion to

v

st forney attempting to testify in giving his

We seem to have a lot of that, not jus: fros=

f.
5%
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MR. LOW: I was just simply stating our

3
ot

LY

that why this is relevant.

MR, HOSECK: Yeah. I think I underastand %ik:

o E

t s ohisotion is, and it's as to the relevancy of ths

reviaing of the current rules, and I'm geoing to fugtain
the abjection,
0. Let me ask you this: Do you have an gpinion

. aBout the impact upon the pricing of access charaes?

AL As of this point I see very little

M&. CREMER: I was going to object simply to

5

¢s1} for a legal conclusion as to what the Act calls

r. Rislov is not an attornevy.

MR. HOSECK: Well, he has answersgd thus

 #uestion g0 I'm going to let the answer stand.

A, If I could have that read back, I really

aadn't finished the answer.
MR. HOSECK: If the witness has not finitghad
the anewer, then I will entertain the objecticn again.

MS. CREMER: Okay. I object again. 54

;tq

£h

don't offer to answer, Greg. That it calis far a iesqs
cenclugion as to the Act, and. ' he is not qualified ts

angwer that.

MR. HOSECK: Sustained.

£

Well, you did testify in your testimesy osa

g
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pasge five, lines 12 and 13. I asked him if thar was - -

matter of fact, by saying it has not changed ouyr

change .

af the Act. But for the purpose of that parti

- guegtion, my answer said that it had not changed

e necessarily what perhaps anyone in thisg room viah

izt £r2 ‘
wage five that the Act has ch;nged the way that the
;eta are viewed; 1is that correct?
M&. CREMER: Can we get a cite as to whars he

MR . LOW: The question I asked him pefore,

)

You did testify about that the Act?

f

AL Well, in essence, what it says in oy

PO,

reémt imony that is a guestion and I answer it, &g a

gwitohed access rules as they now exist.

o, Well, you say the Act has brought abe

i NG
f.d

AL I think the Act can bring about change. i

think there’'s a lot of things that may change bsosu

igular

swit ched access rules, well, this Commission’'s swits

arcess rules.

Q. 50 are you saying you think the Act has |

Brought about change, but you don‘t know what =ha

changes are?

A . I think the Act could bring about rtremen

chgnges. bur I really don’t have an idea that they i}

2
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P mow would estimate them to be. Theres still g 1

uncerrainty regarding what effect the Act will have.

0. Do yocu have any responsibility for
imgi@m%hﬁing the Act before this Commigsion?

A Well, I guess maybe you would have to #xplali
@ 1ittle further implementing the Act.

Q. Well, in terms of uhderstandimg what the Aok

regquires for state Commissions to do.

AL Well, I think it’'s important the: avayr

43‘ e &%

the Commission do their best to undergtand what th

intands to do to a certain point.

Q. Well --
A. For instance, I'm not an attornesy, #o | meéas
enere are legal implications that will bes handled

sther people.

.

Q. Sure. I'm asking simply abeour the

implications.

A I think eventually, ves, those gussti

have to be answered. But as of this peint I don’t

think we in South Dakota or what 1 see even federaliw

have developed a position on what it will msan

pricing of switched access for us here. I

under conjunction.

0. So you don’t have a view at this peint aba

the impact of the Act’s requirements for the pravisis
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~f asrundled network elements on access charges?

v B, There may be a lot of things that will chang:
: T sme way gwitoched access looks under chis Act. I will

e to that, and I suspect it will have an effe

O
ot

% ? 3. Do you suspect that it would have the effszct
§ f ¢edusing access charges or increasing them?

A I think it may very well reduce it for some
# ; incyrease it for others.
0 % . And based on what factors?
£E £ When we talk about a market, we’re talking

in any state, any jurisdiction, the demographics

;o tnat market, If I live eight miles from Buffale,

P

5 Bakota, I'm not -- at least at this point with

O ¢uvrent technology will anyone be beating a path t
%l wy doof to provide service for me. I think regardiess
s »f fle Act, common sense will dictate there won‘t bhs a
5% |

iot of alternatives with the current technelogy .

8ay it’'s going to benefit everyocne, I can’'t agre

i% I with that.
% & Well, I was just asking about the impact on
g enarges, ~
i A I think you said lower them for everyone .
R % 9. Well, I was asking whether it would lower

charges or increase them. Do I take it from

regponege that you would think that access chargss
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wer s rmnd te be reduced in the more concentrated or

e s invug STSas7?
& todon't know. It depends upon which way the
LN rules go. If all nontraffic sensitive costsz

e

azs siarwsd on someone other than the toll provider, I

g thev probably will be reduced.

111 leave that area of questioning and just

cosuple more. On your discussion of phase-in on

gsue 12 of your prefiled testdimony, and I think you

£ & in your summary, too, you sgaid that a trus
g -4 -+ I‘m trying to find it here. Line 21, a

frue phagse-in does not require a company to forgo

&, That's correct.

G Are you basing that on Commission precedent

cey fuoywrt precedent in South Dakota?

i3

A . Well, it’s not South Dakota necesgsarvily, but

-

sdticpwide, and especially in the electric industyy.

oy

i . Are you aware of -- are you stating as a

[ —

genersl population?

B . I'm saying as a general proposition the

mmiasion does not have authority to enforce a compasy
¢ forgo its legitimate revenue requirement.
. Are you aware of cases where that has not

true, that that phase-in has been accomplishsd

N
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mnut srdered by commissions without carrying

& Thevs are cases where pnhasgse-ins have been

apnd I can’t name any offhand where there have
# numbesyry of factors considered through some sort
st iation that may not h;ve allowed for carrying
g, ¥for instance, U 8 ﬁest proposed phase-in in

A

£9%-106 had no carrying charges and it didn‘'t
% gphags-in at that either.
@, Well. let me ask two questioens. First, you

tkat veouw do know there are cases where a carrying

Has not been allowed?

A I'wm golng to take your word for it. I can't
By
. I ¢an name some in the brief and. in tace, 1

Hods,

#lready have. But with regard to the previous
S West, and you said before that wasg

=& - 41, (did that have a set phase-in schadule? <t

3

Bave a schedule of increases and a termination

the lapngths of phase-in it, did ic?

%. Apparently not.

@ 1t wasn’t really a phase-in under the rule,

. -
g7

& . I would leave that to someocne else to

i know it wasn’t phased in so.
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o #till on your discussiocon of phase-in, vyvour

sEsmren Eherae Ls that 1f rthe Commission -- under the

sgion’y currant rules and with your assumption
Rt careying charges being reguired, that a three-vesr

i would really not be that beneficial in terms

=% ¢educing rate shock?
& I think it would create rate shock.
o Right . If the Commission were to revige its
ELEBLon current rules or to waive the requirements
sy filing of a cost study every three years, then 4f
t'w serry, phage-in could ke structured that wil}
.

#ileviate that concern; is that correct?

A I don’'t know if they would to have waive the |
fuwimad to do it or mot. I‘m not an attorney, but it may
## interpreted that you could phase in over five vearsg

ehe currvrent rules. I don’t know. And I think I

in my testimony I do not know what that ruls

L i6wd Shne Commission to do or not to do.
0. $o I was just talking about your concern

it they have to do it e%ery three years, that ip
At -~ that last yvear, that defarral charge would]
the rate eventually?

Well, the magnitude of increase we’'re L0Oking

thie docket that third year would be a very large!
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i > fEight ., So if they eliminated the three-year

tiing freqguirement that would address that ccocncern?

. A it depends upon the phase-in pericd again

§ . that they chose.

% 03 On page 13, Mr. Rislov, I think staff ccunsel
g i ¥ouy gummary you stated that you thought thatg
sme sates resulting from the staff adjusted cost study

st the public interest. " Is this where in your

% iﬁﬁgﬁg%@ﬁ? that you're stating that, because I don‘'t

% wwjiseves [ found that in other parts of your testimony?
S A i believe the Commission rules in and of
£ %%%@%@%2%%5 are in the public interest. But I believe
i % % iwoX at the guestion on page 13, it says the
5% % tncrease of any type in the public interest and

!

- worid go beyond the switched access rules to & 1
(- rate increase or any sort of rate increase in 5
t # type of noncompetitive atmosphere.

v o Oray. Let me get back tc that. But first 1

want £a follow up. I guess I couldn’t find anywhere in
t#stimony where you said that the rates resulting

the sraff cost study were in the public interest.

#igg that in your testimony?

I would have to go back and review, but tha

e my testimony now. I believe they are in th

iareregt. .
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. +%¥ the entire product, the technology from end ta

pasy Lf they’re going to get that kind of a

suystomers to see 1f they feel

SR Okay. Getting back to that paragraph on
H is thig -- I want to make sure I understand the

gusstion and answer here. Are you stating here that

Lo

sats incrvease is in the public interest if all thess
sanditions that you list in ygur answer are Lrusg?

5. Yes.

Q. Are you suggesting that they’'re all true in
:mig current situation that we’'re addressing today?

A Given our switched access costing rulesg, y&#&.

. Well, these access services are nol new &F

teproved services, are they?

A, I think U 8 West has improved thely nsgtiwerk
rather dramatically over the past couple years.

£, Well --

A Past several yvears. I mean when wg &re

¢s4iking about new and improved services, we ré "ot just

tziking about access. We’'re talking about the

e cype of cost that eventually customers

RELWworE aF

east up to this point in time that thay would havs
 kad to pay. )

0. Have you talked to any of U 8 ¥esal accessg

they'’'ve gotten an

improved service?
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& I've not talked to access customers, bhut
wo we seen a falrly large prcﬁect undertaken by U &

% £5 improve the reliability of their network.

vl Have you seen any stétistics to indicate Lhs
cmeir reliability has, in fact, improved for sccasy
gBLvLORY?

A Mo, I haven’t.

Q. You also say that sales growth is not
ygeguate to observe the increased cost.

A That's correct. .

4. I think you stated somewhere elge in your
sestimony that you didn’t know what kind oif increasad
{ cwag demand there might be.

i A Yell, you’'ve got -- I don’'t know if that's

%%m@ﬂtiy rrue. I talk akocut growth in sales with a

%@@%@&ﬂ sufficient to absorb cost increases. [ think
Zat WHAB a mMOre accurate representation.

G, S0 you don’t know if that statewmznt or thieg
favtoy 18 true -- )

A, No, that was -- I wasn’'t -- no.

MR. LOW: Okay. Thank ycu. Thatv'g a&ll ths
I have.

MR. HOSECK: MCI?

MR. GERDES: No questions.

MR. HOSECK: AT&T?

ansras A

At o

s et
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CROSS-EXAMINATION

By ®E LOVALD:

o] Mr. Rislov, I have a cocuple of follow-up

for you on phase-in because I want t¢ be

&
[
o
#

i wadergrand what you're saying. Assume that tha

igsion determines that U § West’'s costs under tha
~umgt atudy model is five cents a minute, do I

sundaergtand -+ and further assume that the Commimpaion

#toymines that they’re going to phase the rate in,

ghage the Ccost in over a two-year period, and that v

g

H
s
{
i
H

¥au're golng to move to four cents. Are you #a&ving

in year two the Commission has to give U & Wast az

i
i
E B
] &

If the Commission is required to allow full

recovery once a revenue reguirement is detarminsed.,

zannot force a company to forgo revenues Lhrough a

% [ phusse-in mechanism. It would have to defer anything

i o

13
»# | bslow the appropriate cost of service for the paricd o
i% [ tims the rate was below that cost of service, It wouls

-
® ¥

¢

i
s

- tken be sdded on, I presume, in a tail block period,

y#e. Once a cost of service has been determined -- sasng

i'®m net an attorney, but at least it's been my

' understanding over the years at staff that osnce you

#rmine the cost of service, the company has a rsail

gnt to recover that cost of service.
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3 85 really the key to your testimony 18 in
5 z s the 1f is if the company is allowed to rescover
s+ fwuil cogt of service. Isn’t that the key?
% A That's correct.
% i Apd {f 20:10:27:20 doesn't provide for that,
. %f tnat's probably a legal issue the attorneys are

P

have to brief at =mome point in this

!

Would you agree with me?

Wall, I would admit if it would be 2 lagal

B s,

that g right.

o And as we sit here today, yocu can’‘t cita

o
e G

preacadent here in the state of South Dakota where

tas aguually happened, can you?

& . Where what has actually happened?
e . You've had a phase-in where what wasn’t

jrsfited Ln step one is taken and added at the back snd
e BTep Lwo,

=,

& . Ho.

an

&

4. page six, of

line 17 to 20 your teagstimony.

gpaak of

¢ #y pasically say that if you have a negative shift fram
# ¢ was revenus product it's going to have to be borne by s
] et gtmtement?

Yes.

a negative shift from one revenue product,
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3. Are you making that analogy in terms of

rﬂ"
o8
&

v % Weast accegs rate increase in this case?

-

& in a sense.

o S0 you’'re bagically saying if they dan’:z gsat
e tnorease in gwitched access, they’'re going te have
‘e make it up elsewhere; correct?

& For a certain level of revenue recover

A
-
&
"
23

peEyER, yes.

4. Now, the Commission’'s switched accesass rules

==

mave been in force since 192991; is that corrsct?

& . I don’'t recall the exact date but it*'sg
BEen - -

a. At leasgt that’s when the hearing?

A, -- a number of years, a number of vyearsz,
veah

Q. Would you agree with me from 1991 teo 19%7,

tually early 1996, U S Wast:did not, for whatever

f#ason, shift the impact of the three cent rate ze anwv

e #ervices?
A, For U S West specifically, I think we’re
talking about a much shorter period of time than chat.

think perhaps early 1994. But subject t¢ check

theve, Ouyry switched access rate has heen bealow

A LBat

4*!%‘
=
N
2

sd of time what the staff cost of service study

 would indicate, if that answers your question.
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i &nd, to your knowledge, they didn‘t incre

Q
£
i

B s -a3 @msmrvice rates during that period <f time x
TR R fay what they were "leaving on the table® in

tremad asesga revenue?

& From my knowledge, no.

i Tomucerning the policy choicesg that the

Lan might be looking at in the future in terms

¥you allocate the cost of the local loop, are yo

wsr# sf any revenue requirement currently that this

#y thig Commission is requiring that the U & West

sry publication revenue cover?

M3. CREMER: I would object as to the

MR, WELK: Join in the objection of that.
ME. HOSECK: Counsel for AT&T, would you
c &4dru@d the relevancy of this?

MR. LOVALD: Well, there’s been -- rthers &n:

.,
i
dx
{ﬂ
%

Bsap a lot of answers to guestions that -- and

o

think

dr
k&
13

#f. Riglov even makes a reference in his testimoay thas
the (ommigsion has some choices it has to make i= berms
‘et if you're not going to allocate the 25 percent of

t#e local loop under the current rules, it’a goT

9 g

 #omswhere, And the point I'm trying to make in the

testimony 18 that there are apparently other sources o

tavanue that haven’t been tapped. And, aranted. it s
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o ¥ iy nat nscesgarily relevant to the determination

5 5 BBy iu@iﬁ, but I think ig's certainly relevant to
cusaion we've been having about where the
% sorn might ultimacely be going in the future in
:  smeww of asgsigning some of the costs. I think
£ %y Bigloy saven makes a discussion that the Commission
© swuid vanprider a subscriberx line charge. You know,
% i% sys alil places that you can part some of ths
e i i think it's a fair gquestion.
¥R . HOSECK: The objection is overruled.
% & What was the questién again?

iThe gquestion was read by the Court

2 v

B E BEapo

2y

reer.)

¥

& .

é ! submit that's a very long gquestion. Thers
e ?%ﬂﬁ # rumber of lssues I think contained within that
L s##tien,  When we talk about a policy matter, I rthink
g F g Fesily what you're talking about with U & West
5 % fertary Publishing, or if that’'s what you're getting
{

t% £%at 38 an individual cost of service issue that
g% affecr the cost of service for, you know,
£3 svwsr mervice issues care to credit it to.

And

: thet make a policy decisicn, per se? I den‘t
t3 % it depends upon its magnitude. It depends uposn
28 ite matefliality.
% z & I den’t count words,

but I think your ansver
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wx# #8w..t thyme Limew longer than my question.
& : think it's supposed to be that way.

% B 25 payge seven, and I think alsoc page 12, you

% tte three dollar per month average
E increage to residential long distance
& o 4 «¢% within the state of South Dakota.

N w
Y 3

P

g mantioned, yes.

% & $iaw, of the calculation the staff made in

#f comiayg up with that number, was that basically

##% avevage minutes of use times what thas access

: exfw wuwid Be increasing? Is that hecw he came up with

i 4 S ey,

SN £ Again, this is a hypothetical guestion, bhut
4 thigs i one of these "if" gquesgtions --

% #t bt inn 48 driven from the intrastate long distance
¢ | ## & veasult of this increase or possibly this
é ¢#ags,. coupled with -- I'm going to strike that and
?

;&"&ji GES T . I'm not doing a very good job with the

»
et
e

b

ust leave it like this, Mr. Rislov:

skota long distance wmarket, can you give us any

&

# that the ultimate long-term impact in the

£ % Agta consumer would be only be $3.00 per month

e

teng distance bill?

for whatever reason, is driven from the
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gardisesa of the cost of switched access.

TR

rate deaign may be so varied,

E with

iy the TAG companies’ major market are small

ATh
£ &

A

IS
b2

4

«heir decision where it was to be priced.

M, WBELK: Objection. It calls for

and no foundation.
M& ., CREMER: That was my objection.

BE., HOSECK: Sustained.

Wag any calculation made by staff to
what the effect of the propocsed increase

wn Bouth Dakota’'s small business users of

Agrvices?

lor

g

Ho. Knowing that with regard to this docker

gugtomers, we were really well assured that

¢ give us that information.

# aut and make a comparisdn of business customsr

=]

And it’'s so hard

he scope of their activities is so varied and

& business customer.

it’s difficultr teo

do

I think Mr. Welk asked you, and I think You

Do vau

‘sl bkeing asked that question?

.th him, that any long distance company could

i think my response was that ultimately it

Yag.,
Doeg that include U S West?

I think so.

gir long distance rates anywhere they wantad re!
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S 43 1f these rates are approved, tCc your

ig there anything that would prohibit them

wffsring a per minute long distance rate cf five

B #ell, T really don’t have any idea. Again,

Eid

w ameuse Lt meets the criteria that U S West has
asz98 they could give it away free.

i “a page seven of your testimony I think vou

" maus some veference to the fact that -- mavbe I'm

sepreating -- this resale competition isn't

.
e
A

o

good?
& I said that?

! guess the answer I'm referring to is the

cramote toll competition which should result in

pepnefite?” Answer, "Lower access rates will

regale competition. Low access rates will

i

facilities based competition given the
- ‘e#8’ and products’ status guo.® Do I get -- I

sepression that that means that resell

Lo len’t necessarily good for the consumers of

sme s#tzte oF South Dakota.
& f think what that means is that tche

S

s will be making choices that will affect the

merkel 18 structured one way or the other,
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svye t® .- LT'B Not & zZero sum game.

o Toncarning any potential phase-in, asg

e

U S West initially filed its requests i

=)

L&

is Yhat correct on this switched access rarve

33

& Wsll, yes.

G Jaing a 1995 test year?
& Jarrect.
& fo if we follow the three-year cycle, they’ rs

going Lo come in in 1999 on the kasia of a

#2% test year. Would that sound correct?

& I don’t know how the cycle would work

idexring the delay. One way or another I would

iwewe that LO attorneys to sort that out.

e it could possibly even be later?

I think under the rules you can file evary

if you so choose, and I would think people around

wnuld be more than happy to let them stay out
iirae yearsa 1f they would agree to it.

o Concerning the discussion in your tassimany

#ot hiring any consultants, I think one of tha
you made was the potential or the appearance of

in terms of some of the individuals or fivme

¥ou might be using; is that correct?
&, That was one of the criteria used when
H for agsistance, yes.'
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£ 2171 gtaff contact AT&T, MCI, U S8 West. ny cf

"

thear oatby

iers or companies to determine whether

*:trutar spcivies would be a problem as far as =

me fiior i@ cancerned?

e

Ho, we didn't.

£ Yoy indicated apparently there was at leaat

firs contacted?
& fetually, I didn’t make any of the contacts. |

#yw# Lresier and Harlan Best made the contacts. I wag

2
b
&4

goriod of time involved with another U S #West

decksy . the gquality of service docket, including taking

# ¢3x@p o Danver to do some slte review. €0 Karen andg

BHF i ah #

W

gafnitially handled the contacts.

0 Are you aware of the identity of the CPA

& I don't know the names of who they’ve

or who they contacted. I know they were

-

RaBing &4nCemMPLA Lo contact a whole lot of different

H
&

alac know that it took some time for these

ko get back to Karen and Harlan. And I mean

to hiring consultants,

@f 2t timing and scope of the service needad.

G Can you tell me when the last time was thar

v

#egl was subjected to a full-blown regulatory

¢sdure in rerms of determining its cost of gservies

hee HEY
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aad "8 Lox*al S#arvice revenue reguirement?
& 94-121. Would chat ke what vou're
sy g Eerr ¥
- That wag the -- [ want to call it rate
ster 00ty docket, but the docket that resulted in the

i %

ton with staff; is that correct?

& Ted.
£ Okay. Did the Commission in that, or did
#t&ff in that particular proceeding actually hire

;itants or go through the, you know, the full rats

s g procsgeding, or did you -- at what point did you

% stipulation or early on or late on?
B . Well, I really don’'t know what you mean by
g 3
E- R

#i: fates proceeding. But I think we were looking at
txnuesd in that docket for over two years.
5. including the cost of local service?

A Well, that was the result of that docke:

L

-

MR. LOVALD: I don’t have any other

MR. HOSBECK: TAG Group?
ME. RITER: Thank you.

CROSS-EXAMINATION

BY O ME RITER:
3 Can you hear me, Greg?
5. Just fine.
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.  was asking Harlan some guestions about

¥ tagpanciat son, and he indicated you would be tne person
Wt orw: gsultad Lo answer thosge. Is that accurate?
® & ooy 43

% . #nd I had asked this morning a gquestion of

ko g ‘i reiative to depreciation after the sale of the
&% and he said they had reduced depreciation

#uwgge =f the gale of those exchanges. But did

v weseai i dspreciation, is it higher now than it was

# r& Lhe axehanges were sold or lower?
& Well, are you talking about with
# ription or prior to represcription? Is that
B s Fe -~ cgertainly depreciation increased with
. %a%ﬁg“ﬂ iprion, but I think you would to have ggo
5 ¥ i the ¢ost runs in order to get & like comparison
] ;r? riatlon before and after.
5 ® { & Well, do you know as far as the costs were
& ¢, onae you took out the 55 locations which

d., whetrher or not the depreciation -- the total

tation that was then used in the cost study was

2 ‘e .
Z ieEs LEAH

ay wmoye than it was beforehand?

: # Hverything else being equal, the depreciatiacn

. o .
%% weuid Bz lees.,

14 & 411 right. But what if everything else isgn‘g

#3 7§ guess I don’'t understand.
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3

& #e1l, I'm gsaying if the depreciation rate

_— iy *ne ¥iraetr run when they weren’'t removed, when
n w2z Bhanges weren't removed and there had been

szazuent 1y adopted higher depreciation rates. !
# i got you now. And when we talk about those
; 5 tha depraciation rates that were adopted, andg

imregtand the language, that the lives were

B¢ inegetead of depreciating it over nine

&8 #avyhe vou c¢ould only depreciate it over five.
# ¢ h am L covrect on that?

well, the lives changed. Some were

rare . BOME

were sgshortened.

G But the result, even though some were

and gome were shortened, the result

s

wag that

:

itself for a year was increased,

sgraciation the

B That'’'s corract.

14,
gt

#ew, when they moved from, let's say, a

Eo a

five-year depreciation and the
iivuwiar product was somewhere in between -- not

‘¢, maypbe location, facility, was somewhere in

w&8 1L seven years Or something? How did yau}

4 that lost depreciation? Was it all put ints

y#ar or cone year? Do you understand my
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5% -1 % Baws But you're saying, no, we didn‘tc do it

& fwpraciation expense that’'s reflected in th

&

2 ca-m# sas gdusigned to be representative of an ongoing
& m expenS@i

% i on page 12 of your testimony and
ST pmins through 17, yoﬁ said in part that you'czre

F owili sEypsfisfce an approximate $3.00 per month

Lo e G40 G hnd a reseller operating primarily in U §

i
&

% my client and I agree with. If U S West

gaas on the increase to end users and they

~h Hakota territory would see an approximate
¥ zeeceans costs and access costs are a very

vifirant portion of a reseller’s business. Which,

an average U S West residential end user

vw - Bgsescf swssded thelr tariff intralATA rate since 94,

sriciw L @dge, but the resellers experience 100

P# o pepsest isgrease, which is what this proposes, is thi

L% tsir and reasonable position to place resellers

tBe vuglomers that they handle?

& ! think your question needs a lot of conrtext

¢&n be answered. You know, I would agree

P
A

it's very burdensome on resellers. But,

t weuld point to the fact that those switched

% ariesg rules were developed with what I believe wag

+ mrmome emee, ioe




Y

itereat in mind. Those switched accesgss rule:
ems= at sttemphb to carxve out a certain level of axper
P cwg: o vslated ro that service.

8 Mow, again, one has got to make a few

&

riong,  But 1f we assume the noncompetitive par
@« sf sosts ars subject for recovery, lowering of one za
w9 faiilure to recover the cost from cne class of

# « vueramer will lead to a shift of that cost to some

at pae customer. And the whole point of the switched
ve Larresa vates from my point of. 'view is to be fair.
s Mow, vesg, I understand the effect on certain

And to the extent you provide intralATs

cwtoe and Lf that‘s your on product, I understand

s

“fe going to have a problem on one hand. On the

B s+ naad, [ understand that there are what,
é 5 & % Fokimataly 200,000 residential customers out thers
% 3 2 are very concerned about their problems paying
E % %ﬁ switched access costs, too, and other costg of
% § (m@:%gg%. 50 1 guess my point.is you can‘t look at Jjust
53 ;%ﬁﬂ Tas droup or any other group in a vacuum because
ik %iﬁﬁ## things have a way of bringing everyone inte the

But back to the question again, if U § Wast

pasg on the increase, and obviously they put

5 %%

iy the TAG members but they put all their
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in a price increase, don’'t they?

:
i
ey

think U 8 West 1g a very large competiLor

.+ Zzwurh Dakota, and I think there are opportunities

% 2 weat Lf they don't pass increases on te, I

s
&
o(x
£

@
i

ER3
e

:r wvery low rates compared to their

]

. I think it’e a truism what you're

boevag ! guess I wouldn’'t disagree with it.
i ang Lf they don’t pass the rate increase an

¢ +B#&iy cuptomers, then what you’'re telling us im they

increage other costs to their customers

-
TS

what they’'ve lost on a rate increase,

zuglh apparently they haven’t done it during these

: g E LA

s« wears gince they believe their rate should hpvel

R HBVeY BiIxX cents?

b

& when we talk about U S West, we‘re talkin

2

# uompany that provides fully emerging and

i it ive services. If U § West cares to price

st# fully competitive services in a manner where thay

mEfRnY .,

I guess that's an issue that I may be

s&d about. But if they attempt to do it with
raacompetitive, fully regulated services, rthen I
c#8 ['m golng to be very concerned about it. “The

yss#ue for me is I don’'t want to see the

services subsidizing competitive
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P My,

But wouldn’t you agree also,

Mr. HL#i
¢ viis price sgueeze occurs where U S Wesl :3

wyive theiy product to thelr customers at a=n
imas than what they might ke charging reselisz

LTS

raduction will ultimately cause a reductis
sempetition, which the end users in the long ru

gering to suffer because of a reduction in coaps

MR. WELK:

I'm going to cbject eon the

that's a toll pricing issue. This i3 a gswitchs

dnckat . 1f we want to

raise a complaint about

prices, that's another docket. That’'s frankly

ryrelevant to the cost

W !"
s
G
ot

MR. HOSECK: Sustainesd.

Q. Let me ask you another gquestion tBen,

Rislov. Isn’t it true that 1f U & Waat

aifar the same product at a significantly lses
rhan its cowmpetitors are offering thigs product.

tha competitors are either reduce -

Leep their

Tow like U 8 £

West costs and

oy
[~

uf

s in
rHa

er by p=2

wpon their ability to continue to do businses.

thney ralse their rates which impacts their abil

comnpete with U S West?

MR. WELK: Objecticn to the term

1

dgon't know 1f it's access service ar

I
3Lz

issues -under the Commiggd

¢

ER

EA

#

L
i
R
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yoout re referring to.
MR. RITER: Let's refer to access oogrs.
' A If I could, 1f the focus of vour gusstiss ws
3@%?iﬁq that 1f someone prices below somecne #lgze it s

igwinq to impact competition, the answer would be yes.
Q. And, ultimately, an impact on competitios

é;%aaﬁtg the consumers because they have fewer ¢h

'

tor make in the marketplace?

| a. As a stand-alone proposition, that may be
A AIT But, again, I want to mention that thars’g s

tittle that'’'s done in this noncompetitive asrens

LTo4 vacuum. I don’t think you can loock az

or B% &

#imne and reach that sort of judgment.

{ 0. Well, and I think from your prior Legt iaany

that you recognize, as you said, that there arve

rublems right now with this that could

‘#lative to the cost of service. And that's onge =F £ hea

~

#aonsd you are saying what other options are avalispis

- wfher than this what can the Commission do undey izs
L rule

#? What should the Commission do in lighy of

wfat’'# happening on the federal level? Thar

; thig w
:
gﬂgﬁﬁﬁ& problems, but don’t you agree?
| Al I think there are a whole leot of
faciy

ng this Commigsion with regard to coating

products and services and the way competitio:
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unfold in South Dakota, yes.

. And certainly this docket with the i7

desired by U 8 West is the prime example of oas
significant problem that may avrise, isn't Lg?

A As long as I have the Commissioh-apgy:

rules -- characterizing it a problem may be vour

csharacterization. But I am following what right

halieve exists in the public interest.
Q. Okay. And it’s true isn't it, Mr. Bisiow

that 1f one didn’'t have these rules to sraats

madel, that we'd be looking at some of rhe

we've talking about today, wouldn‘t ws, Besfszysse o3

to the fairness of the increasge, don't thav

MR. WELK: Objection. 1t calilis

gpeculation. The rules are what the Commiss:

pound by. That may be an appropriate gusase
MR. RITER: That’'s a legal argumest

ralked about before and not necessarily

Commission bound to use this cost study.  The

g

-- it‘s a legal guestion whether that‘s 53 £a:ii

5

#hether they can set a rate bevond that

it rather as far as what’'s fair and ré

MR. WELK: My objecticn was

speculation.

MR. HOSECK: Qverxruled.
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B As I point out in the bottom of page 12 f
cwmat imony, on the top of pa ga 12, there nave heaof

#ztudies performed. There was a phase-in

and | understand that it wasn’t actually igvaked

P

when we talk about fairness, I think we have o &
vwry careful of the use of that word. The

seaesg cost study in TC93-108 was an amount abuve

stxff proposed in this case. It was never

smlemanted. So does fairness mean that you forge

+rervy for two years or three years or four years a

thent try to go through this medel as we have dons kes

with staff and put in new rate and say bscause Lhar
rate increase is now unfair? I don’t know. Maybs it

Gesn more than fair that that rate wasn't there £g
#ay one. I mean there’s a lot of speculation. %k
was the word fairness, it can be beauty is in the sy
## the beholder, I guess, is my point.

Q. Looking in a forward view and just saving

that what has occurred in the past is just thar, v

keve LG agree, would you not, that -- and T thi

4 in your testimony, that particularly with the &

skota based resellers that don't have the abili

Livy Lo
reed this increase amongst a widex segmant of &ns

markerplace, that this would be very detrimsntal

b

PN
.
¥

~nl
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& Adnd I think I state on page 12, lines 13

tsieagh 33, and I think I state that. ,

4 I thought you did, toc, and I guess ['m=

P
fad

susfsyat ing Now, on page seven when you taik abous

w3

s
St

£

» month to the residential customers, 1 think

#ade thig clear in prior testimony, you’re not

t#l%ifg about the business customers because you

#sd Lhat the TAG people would talk about them.

Taw®t4 just zeroing in on residential customers;

On what we determine to be an averagse
feeridential customer.

(e Okay. And not only have you zeroced in o5 an
#v#¥age regidential customer, but you have taken it
to itg wmallest point as opposed to gaving it's

ifig to ke a seven million dellar increase. Wit ve

P
i

£
&

it down to 53.00 because we're allocating

a1l the residential customers in South Pakors .,

& We here about this so-called, if I could use
aumber seven willion dollar increases and oo
increases. And that I was trying to put it isn

- a®t in dollars and cents what will the avera

[ 4
ge

e

customer feel.

o And you also say on lines cne through thrss

snswer that you’ve got on page seven that lLawm
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24 4

s-sss fates, Lf they're passed cn to the end user,

tell usage. But we're not talking about

lawery access rate. We’'re talking about an
e caeg yate that already exists and presumably it's
Birinmafiy Desn passed on to the congumer, hasn’t ig?

£ I think as a general proposition, the lowear

sEa fate, if lt's passed on to the end user will

8 it the end uger even more, yeah.

i But my point is as we sit today, that lowsr

4t &. &% ¥ou term it, has already been passed on to the

5%, hasan’t it? And if we increase it, then irt’a=a

A

# guastion of passing something on, it’'s a gquest oy

#f za=%ing a lower rate on, if’'s a question of passing

B rats on.

& I'm going to say yes. But, again, subject o

¢¢rna I mentioned before fairness enter, classg

6 And on page four you speak of U S Weat

reacting to inadequate switched access revEnue:

4ing a cost to local service or something else.

Lovald, T think, asked you sufficient gquegyt ior

IS

N

that. But that’s -- you’'re just speculating an

aren’t you? You don‘t have any evidence that

swait ia the past three years when they thecught thac

fate2 should be higher, even though they atipulate
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‘w * 314  that they made up for that with some incrsasac
~mia «f local service, do you?

A What I'm talking about here gpecific

m
',...v
i_-t
.
<
e
b
™

sapke 3F g more recognizable with, let’s say, electric,
-atuwial $as companies. But when therxe’'s a regulated

$srsrminsd cost of service, you enter the rate design

a4 naturally when you move it cut of one

exiwira, you would have to move it into the cther if
i % going Lo be recovered.

And what I'm saying is 1f one considers the

4 ¥

srtitive services subject to the Commission

sadictlon and cost recovery, if you move it out af

&

seyvics, [CL can only be recovered if you put it in

LB g o
woFR R g

i My . Rislov, one more question. Your

Limony talks about your background and it talks

¥ouy present position. In addition to vour wsrk

-

‘with fhe PUC, are you also a quarterback coach for ths

£

Freryre Jovernors?
& . it doesn’t look like it right at the momear .
ME. RITER: That’s all I have.
MR. HOSECK: Dakota?
MER. MARMET: No guestions.
MR. HOSECK: Staff have any redirect?

S . CREMER: DNo.
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 wean w& talked among ourselves to see what our optien

 wwrs But from my understanding, when you told i

244

MR, HOSECK: Commissioners?

{

“OMMISSIONER NELSON: I have a couple

§

uw At Lons ! was glac he quit because the longer h

i

:we more gquestions I got. I started out with

I guess the first guestion on page thras of
spat imony you stated that the scope zand timing of
rue raview for U 8§ West was an issue for the CPhR'g and

s ws wtatisblical experts that you wanted to or

sidered consulting with. And I wanted to know how

s svesrcame that scope and timing guestion for osuy

A . Wwell, this related to hiring them. And,

a2 in, Haren and Harlan did most of the talkinag. Bu

:1% what we were going to try to cdo and, yes, vou'wsa!

te b# there a week from Monday to start, and =his

& w5at the Commission order says, I think thess pespls

fisve liked to have a little more time teo arrsnge

o
ELY
53

o

.

&

gohedule to do the amount of work that we ware

I mean -- and I think Harlan said mhar

Gume of these people looked at thig as if it

g tnres or four or five-month job. But more than chat.
I think you find it among the attorneys even at Lhe
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at iy we apeak, it’'s very difficult two weeks from

sgres Lo take on a five-week project. Host cf thewm
zuve thsiy mohedules already filled ocut.

COMMISSIONER NELSON: I guess my guestion is

Lt ing at whether or not it was a scheduling

#§ whether or not it was the scope of work issus

felt.

B I think it was a little of both, because whan

tham when it had to be done, when tegtimony

Bave o be filed, you know, that's not a versys

£

nf time.

COMMISSIONER KELSON: Okay. There'sgs bsen a

LS80 B

talikx about phasing in.
&, Yo,
COMMISSIONER NELSON: And whethey or npot

LA

 tkat & been done in the past for switched access

FELEE fs it your testimony that it’s never beasp dopas
E it I could, I think the question regarding a

x- i in South Dakota, I think, was applying to

#stutral gas and electric rates as well. And

*. 1 bope someone will correct me. But the phage-is

bescame very popular in the 1980'sg, cgpecially isn

zigvtric industry where a lot of nuclear plants

i wev® Being put in at higher cost. And when you talk

that in South Daketa, no, we didn’t see thogs
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oty

o
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ki

. epmse of phase-in®. There was no phase-in of switched

w - BES TALBSR, There were no phase-in of electric
- Thure were no phase-in of natural gas rates

g

R

¥y
T

ware no phase-ing.

COMMISSIONER NELSON: Since I'm new, Lo m@Yy

d4id we talk about sawitched access when ws

sout gas and othex things? I thought it was onl

&
"
i

cowmmynication term.  But the guestion that was

te you earlier dealt only with switched access

‘3

{>
7

3
&
21l

E i assumed 1t dealt with everything because

L

engulatory sense, a phase-in can apply to electric,
1iwtfal gas, or telephone.

COMMISSIONER NELSON: Yes, sir. But I guessy

theg record I'm interested in whether or not the

¢t on was dealing with switched access or not

w88 the guestion, as I heard it in -- and mayba 1

-

ivw shanged it around in my own mind -- that we werg

kS
.
¥
L
2
hac]
iy

snly about aswitched access and that applies

£t telecommunications.

& And I think I msaid there never has been a

z-1in of switched access.

COMMISSIONER NELSON: Would you agree that

Hegause -- just because there’s never heen a

g-in eswitched access, that that dces not

k2

fa
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cwey 4 Heal with an extremely rapid increases in ons's

Bt
ol
o

=g sapsrily preclude the Commissicn from doing a

it swibtoched accessg?

& I agree.

CHOMMISSIONER NELSON: Would you also agres

gomal imens when you say when you were loocking at

s peyoent increase in cost, that maybe phased in

# phase-in of a rate increase would be &

£

ot

A . Yea.

COMMISSIONER NELSON: When you talkeg --

aleso lots of talk arcound here about rate

A Yasg. -
COMMISSIONER NELSON: Do you feel that the

& 1 #taff recommended increase would represent or

#ant yate shock for many of the other previders

J 8 Wegt?

I think it depends upon ycur usage

av4ctériastics. For the larger national companies

IS

rraisly won't have the effect that it will for ths

#liey companies doing primarily all their business

-

-

th Dakota.

COMMISSIONER NELSON: Would ycou agree thav

are & lavyge number of smaller providera in the

W

R
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#% 2+ m that would -- that it would present that kKind of

I
pom pEeplen’ .

& { think it would present a big problem.

% % SOMMIBSIONER NELSON: How did the stvaff dezi

P owaiih the rats shock aspect? They felt it wasn't

% vk p B ERE 7
, A N . I commented at some length in my

% gwyﬁ%;@aﬁy‘ But I think whenever you increase & ratvs by
£

; £ .83 peyesnt, there'e going to be rate shock. But I

i B % b o

sammentaed that the cost of service studies pavs

soatsd access rates in this rarnge now for what,

i3 P fmees oy foury yvears. It’s not as if this issue had

3 i=2% fame up. And at some point you'‘re either going o«

the rules or vou‘re not, I guegs. And deen

T
5

i

wian Lf I knew that’'s where the switched access

fates were going four years ago, should I have

1

couptad

3
&

& FlRat pnow? Should I have

% gm realized that cost studies
4 L were goinyg Lo generate something much higher than whst

be - I was paying? What I'm saying is I think if anvone

% assused cthe Commission was going to follow thege rules

e

ey ¥4 seen this coming now for a number of years.

iz COMMISSIONER NELSON: I guess I am not surse

% relevant. But I think it is relevant whethey

F=

ou believe that it's rate shock, and I think you

it W LE £ ¢

t% fsesvified that you did. BAnd if vou 4o beliewve
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£ I think the Commission -- I think staff do=sa
& #xpgpart a phase-in over a three-year periocd, but I
#ig

251

E<13
y
2
W@
&

sheek, then I guesg I'm asking staff for 1:ts

#-eit iy on whether or not, one, did yocu do anything te¢
Teal LB P You didn’t, to my recollection, support
1t in., 8o am I to assume you just felt we
pEawid fgnoare L7
=N And ! said in my testimony I think the
s, w0 had to determine what the phase-in pericd
e b od Bs What I gsaid was I would not recommend a
phaay 8 0Ve:r & three-year period because in my view
w#ouid congtitute rate shock.
COMMISSIONER NELSON: So are you sayving
w#v#f¢ & pogitioen -- and I may have not read it
Are you saying --
. Wwihat I said is my understanding of the ruis
thet the (ommission has to establish the phase-in
COMMISS8IONER NELSON: My question, though, i

bescauge [ read your testimony to believe that vou

suppert a phase-in and the staff didn’t suppere:

Ave you telling me the staff does ﬁu?pwfit

¢ satid that depending on the scope of time which ha

detormined by the Commission, that a phase-in,

Hrpema
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ok e

#ahould be considered or can be considered

s w

2 P omean, 1 can’t sit and tell you that I suppor:

P0E o support it until I know what variables we're

FELeg with, And 1f I know that, then I could

How much time, what type of cost

all of that.

COMMISSIONER NELSON: I guess I'm tryin

5
Fad
be

B3

=
g
e

ff'®s opinion about or recommendation on wherks:

E‘il
b

ought to be looking at scome kind of &

& I think a phase-in makes sense 1n certain

But if you tell me a phase-in is

&

rates that are at eight cents or nine
i wan’t say staff would support it. And if
w#f¥e % & catch-up part of a phase-in,

that’'s whart+ a

vey
&,

t® happen. You're going to get rates higher tharn

the cost of service shows.

COMMISSIONER NELSON: Maybes I'm gtill miaa;ng

here, but my understanding of what You gaid

FUE testimony was that staff supported

& €.1

FEEAL increase. You agree that it would represantc

But now what I'm Ltrying te decide is

1¥ you think thig is going to represent ra:

o

You feel that 6.1 ig where we need to De . How

-~ now does staff Suggest we do something abour




s

ik

st s speo¥, which 1s a huge problem if it’s not phaged
Lw mscoauss [ didn’t get that you supported phasing it

cam o ny *hat was a staff reccmmendation. And I guess

[
.
%

shy bhg you agree that it’s rate shock. You want o

8o
4« 3 peroent. So how do we deal with ic?
& { offered a couple alternatives. OCne iz a
tate deasign igsue. But I assume that would be rate
£ pomecne along the liﬁe. The way the
siawion -+ in my testimony, I guess what I point sug

i# thzt tf you're going to deal with it, you're going
ro determine first what the Commission can o

“t 42 on a phase-in. What periocd of time could vou

4.‘:’

in? Does there have to be cost recovery of that
alance? I think those all play a role. §sr

w4 Y45 #Lt here and say that I have an answer to it. f 1
i

Bur 1f the Commission could give us guidance an

## could or do net do, then I think we coulid work

#ut right now I don‘t think we have enough to work

57

o a4 phase-in under the current rules to give

ey
Swer . |
COMMISSIONER NELSON: And you don‘'t have a
g wmendation about what you think that should bhe?

g

Well, I guese if the Commission would gives =e

wiunds, I could certainly sit down and try ta

Bevelop one.




o

#

Exd

Ba
e

254

COMMISSTIONER NELSON: But so far you haven’zt

i

o y
e

v 1d assume that you said we’re going to 6.1

E)

pacaoent There’s going to be a rate shock but you den’:®

racrpmmandation as to what we should deo asbout

s iwa 2t this polint. And 1if we're going to deviate

“hat we’'ve done 1a follow the Commission’s

Fesm 1t ., I think it's imperative that we get directior

m#

the CTommismsion to deviate.

; v f
: COMMISSIONER NELSON: I guess given the rulss
. tkst veu have to operate undex, what wight we do about

B4 0 i mean does the gtaflf have a recommendation igp

0

vagard?

-3 ¥ell, I think -- and we’'re looking to the

- But the longer we delay it -- I mean, if veu

cwani ®e Lo gay that we should only charge four cents 3

mimuta, 1 eoould say that, but I don’t know if that's
iwgaily sugported, And I don’t know if we have to
sefwy revepnue, if that won’'t lead to further problems

thes road. If someone suggested a five or ten-year

-5 would help mitigate rate shock, I'd g8y, yes,

igok at it. But let’s look at legally what this

gion has to allow this company, if werre

&% 1t over that period of time. If we do have to

recovery, if we do, we’'ll mayke end up wish

going to

N




sy burden Lo customers and a bigger rate shock.
s CoMMISSIONER NELSON: Given ths current

¢ .i@#, amte you saying that's what vwe have to do? Do

% »ms tTwink we have that option?

ﬁ & What option?

£

4 COMMISSIONER NELSON: The option te phasze it

o vwgd Lan Yaarsg.

% & ! don't know, Commissioner. And I don’t !
;
% ! dun’t know if the rules allow you to do thau.

COMMISSIONER NELSON: Okay. You think thar-se

P& iwmgal igsue?
:

& A legal or Commission-determined. I don’t

F rhimk ! fan determine it

By COMMISSIONER NELSON: Okay. There’'s alao

2% iittle talk around here about the rules and

% é ¥ not they’'re in the public interest. And !
5 * i iak you zestified that you believe that the rules at
&

¢t ime we passed them were in the public inveres

r
¥ L ¢

&L wae sowmewhere in 93 or '91. 91 mavybe. Ir’'a

i % PERT and we havé passed the 1996 Telecommunicaticns
% % Do y&u feel that the rules -- and I'm granting

i g é yirw have to live with them for this case. He

R mave to do that. But do you feel that tanoes

e

are necessarily in the changes since 19%1 to

" {4 »{7\. s
4G T

£ nt -+ would you agree they may not still be in thel




My

A5

%

P

B4

3

]

e B L inteTeat? !
& EERS I don't know if I agree they were in

tawm puhiic intersst when they were adopted, te tell they

S ey I mean, [ didn’t make that determination. But

£

)

.
i

4l

coemmigaion approved them, from my purposes as

% wig?!f mewbsr, they become the public interest. HNHow,

Hh

"

3
2
oy
-
St

make & change? I'd say I think we should
et ant 1y bBe researching our rules to see if they re
st i, ¢You Enew, under present conditions. I think

switoned gcvass rules don't escape that type of

& LY
L R BY

COMMISSIONER NELSCON: I guess I'wm asking you

F ot w

s own opinion about whether or not you think

rules are still in the public interest.

A Until someone can show us a better way to do

S

y#s, 1 do.

. _ '
COMMISSIONER NELSON: Okay. Do you think i
: ;

rata phock is something that the Commission sugh:
ftw concerned about? !

COMMISSIONER NELSON: Okay. Thank you. That
care 0f my gquestions.

CHAIRMAN BURG: I just have a couple. Unoe

determined that we were -- it waas !
n@ed and we were going to re-hear this and ws give |




&3
%)
wd

sytzation for a consultant, did you szg &

71+ =z ogetting a consultant at that time?

Becaugs
2 pomeLwm oyoyu explored 1t
" F well, very fundamentally, we knew 1f we
: f:4n %t Riye a CPA, we would go to hearing with gcmescna
. #ould rriticize us for not getting 2 CPA. And

smut "% axactly the conversation that took place among

% # Sivoumgbances.
# CHAIRMAN BURG: And then because of what vou

¢# =&ttt ¢ime and scope problems we’re not able to get a

5 %% rulrant; corregt?

- | & Well, when I talked about time and scope, ws

# gfficient.

EE

CHAIRMAN BURG: But you did not find anybody
s% 0 s £3i¢t that because of time and scope; is that
P E A Well, two of the problems, yes. They didn’r

i time to adjust their schedules.

CHAIRMAN BURG: My question then given th

- gt ,

s do anything internally within staff to LYy o

that, to try to meet what you thought the

g

r the considerations were within staff sines

not -- were not able to hire a congultant?

;o
p

' & . I think we were confident we could go down

48

it someone with experience in that line could make

carrectdy

[ERCI—

. #% least in my mind, do what the Commigsion
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THAIRMAN BURG: I guess I'm saying -- part =f

ks ['m asking is did you do things differently than

have found --

111 call, hypothetically.

& #ell, I wouldn’t know. I wouldn't know what

gonsultant would do. Commissioner, maybe it

ip to explain what we did down there is not

Enae

thing we do in a rate case analysis. It was more

#n suditing procedure. It was net the usual we go

any rate case.

CHAIRMAN BURG: Did you do scme of

ypee wzuld have asked a consultant to

A No, an auditor, I believe.

CHAIRMAN BURG: That’s who

you would hawa

¢¢ have would have been an auditor?

A . Well, there's a difference hetween a caog:

#efvife analysis and an audit procedure, a big

Ziffwvgnce. And what we were doing in Omaha was more

rimes of an audit procedure.

CHAIRMAN BURG: 8o I think the answer is yau
adjust to try to do things more like an audit thas
D whaft you would have 1f you had an actual auditer ro &o

do if you had ona®¥

the things
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e

Right .

“HAIRMAN BURG: That’'s what I was looking

L n page seven of your testimony the guestion was

ssked, "Won't lower access rates promote toll

sty

bt ion which should result in consumer beneficagr®

zngwer wag, "Lower access rates will promote

#ale competition. Lower access rates will inhibig

Feriiiting based competition given the facilities and

skl la b0 reseller?

b
=)
g

e

I think for customer choice, yes.
CHAIRMAN BURG: Why?

# I would much rather, as a homeowner,

toming in my house and I get to pick one or tha

R

1an juet one pipe and I have to use that pipe,

CHAIRMAN BURG: Other than the fact the twe

gipes wakes the price of both go up?

1 The whole premise we’re operating under with

Tsiscommunications Act is competition, and the

i# idea is competition will lower that rate.

CHAIRMAN BURG: Do you feel the only way e

rave competition is to have more than one

g ititien based?

L I think there would have to be alternacives .

#tatug quo." Do you think facilitiss baged srsi

have two

]

i

s e s
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»ou have one facility, you have a monopoly.
CHATRMAN BURG: I'm not agreeing, but that’'ag
#nagwer .  Thank you.

TOMMIGSIONER NELSON: Mr. Hearing Officex, I

neg @mote question I forgot. There was some talk,

wt what others are charging. Would you -- fayr

we#itrmed accesgs rates. Would you agree with me thag

el

£S5

sity .  Basically what I'm concerned with

ey

it ien a4t line ten which talks about the recurn o

vant To take my time and state this as accurare

ro charge for switched access rates is not

sstily relevant in this case?

& I would say in terms of our cost gtudy,
& 2myrect, it’s not relevant.

COMMISSIONER MELSON: Ckay. Thank you.
MR. HOSECK: Greg, I’'ve got a couple

tone of you. Would you turn to page 17 of your

sied restimony.

$ SF i
& feg .,

MR, HOSECK: &nd I'm going to direct you in al

#g&l @&6nse L0 the question or the response to the

20

£ ion that I have is to what extent did staff

the Docket TC94-121 in determining the rate

Eawrn

an equity in this particular docket?

£ Well, it wasn’t just TC94-121.

P 3

here ig, apd

i
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i
s B ocmw. Bl But TC94-121 did not have a consultant :
vazesayily plugging in a rate of return. When I
foa Bl rhat consultant, and I discussed this
% 5 4 that wag not specifically in that TC94-121.
¥y i don't think you can connect this to
¥ 3y . per ge, although, the rate I think is the
ME., HOSECK: So that the fact that it’'se an
5 pareent rate of return on equity is a coincidenca?
& Mo, ne, it’s not a coincidence.
Mit. HOSECK: Well, that’'s what I'm getting
X you explain to what extent you did rely on
TCE4-121 in yourx deterﬁination of a rate of
¢ on squity in this particular casge?
S #s telied on TC94-121 as an evidentiary bhase
Fe¢ tkig vata. In the sense you’'re discussing, I
that's accurate.
MR. HOSECK: And then if I'm also to
st and your answer a couple questions ago, you alan
reited upon settlements in other cases. Is that &
#Latemenc?
A Ho., We relied upon recommendations of thea
we frequently hired.
MR, HQOSECK: But these were ultimacely than
in settlements in other utility cases?




e

E ;(g

ey

e
fea)
1%

B ! doan't know if they were embodied in

st pawmant CARGH ., Ultimately, there have been
#w - ,mmsnts the last couple years that would reflect

sww adwicae we o va gotten from that consultant, yes.

MR HOSECK: So that geats to my next guestion

s masybe you' ve just answered it, but if you have,

plesss L&Y e Know. How long has this 11.5 percent
i@ #f seturn been used by staff in determining rate
VE v e on eguity?

& i think about two years.

M# . HOSECK: Did you do anything in this

sase to update that, or to have any type of

teg rate oheck in use of that?

) i had a sheet. I mean looking at the prime
besta 4 i6, which has actually increased since we usged

i the past docket. That was one check.

MR . HOSECK: What other checks did you usa?

e I den't know. As far as numerical analysisg

-

But knowledge that that Telecommunicaticons Ace

Bewae pasped since this was originally recommended,

#ral industry knowledge, and some sense of

+¢% we Lhink the risks are going.

MR. HOSECKX: I have no further questions.

prompt any further redirect?

FURTHER REDIRECT EXAMINATION
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jusgt want to clarify one thing.

~asisggianesr Helson kept referring to state -- gtaff’

+
i
v
¥

w? rwmoged v4fe aw 6.1. And just to clarify, what is

rpoded rate? Is 1t 6.097

b
L&
&
oY

i
By
RE
-;
)
e

ikt I just wanted to clarify that.

S

s ME . LOVALD: I'd like to ask just one or two

#riens to clavify some information Mr. Rislov gave

se  is Fusponga Lo Commissioner Nelson.

.. FURTHER RECROSS-EXAMINATION

ez

By HE LOYALD:

% @ I want to revisit phase-in one more time. I,
% é(%ma@ #i the catch-up theory that you have, Mr. Rislov,

Y 4 agrse with me that when you say if U 3 wWest's
& i s % { service is determined under the switched access|
Fooodvwigs, you would agree with me that the switched accens
g iwisw determing that cost of gervice;

L & taa,

& and would you also agree with me that ARSD
e 2740, which is the phase-in section,
i

s34 of that package of switched access rules?

& Yo,

i That is part of the switched access rulaa;

is that corracs?

camwme ipn anm




264

. & Y- But I think we have to be careful to

P wevs & 4istinctlion between rules which estaklish cost

B

R wiwe which lmplement the cost or implement the
# $ & F &

s ¥ o
i ¥ R

wag one of a number of rules that the

& amsiuzlan sdopted as a response to the, I think it was

% £ f bellieve that's correct.

W

M., LOVALD: No further questions.
ME. HOSECK: Any further gquestions under any

pe :mmadsiss nf cross-examination, or redirect, or anything

2% #fnatuyre?
o COMMISSIONER NELSON: I have one more

ce ! gwmztion that just popped up because of Karen's

% P Lan, I did wmisspeak when I talked about the
5% t3ff 8 recommaended rate at 6.1, as I know that it’a
¥ %, PBuet that brings back in my mind-- it raisesg a
# 3 about earlier when we talked one of the
3 witaesses, [ think might have been Harlan, talk

)

ad about

2% ®atgrial differences. You didn’t think that there wers

Lo sy ind we were only talking pennies. What are we
L g when we have the difference between 6.09 and

2% ¢ 5. ¥ell, a hundredth of a cent. Are you taiking

what type of mistake would lead to that?
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ah

=% wers anly talking pennies. And then I did mis

%
That's three times magnitude larger. :
COMMISSIONER NELSON: That was what I nesd
L RBOW, Thank you.
MR. HOSECK: If that concludes all ths
isationing of this witness, he may be dismissed. fer s

COMMISSIONER NELSON: I mean we said earlierx

{
H
i

crat when we were goling down and reviewing the records

e
-

+ wm diga’t find any material things different and

ot

%

5
PR T
L= QA

24
i
o

5
S
-

6.09 or one because I really do know that

iy m H 0% 80 what are we -- I mean, are those stiil

iy

pahrisg too? Would that be materially different?

B ! would warn vou that Harlan has a lot barser

an thig than I. But I would say if we would

teye [ound anything down that there that would change
rhat vate from £.09 to 6.1, it would have been ons heck

iarge find to make that kind of differencs.

¢ s Big, big, big bucks.

COMMISSIONER NELSON: Are we talking about
big bucks from 6.1 o 6.09?

E- ¥Yeah. When you compare to what we found down

g, yves. I mean we had nothing. BAs Harlan

&
L
y

ified, it probably only rounded out to a sixth

Swgimal place. Here you’'re talking third decimail

#&rd the end of the day. Can we go off ths =

Prif
i

g !

Fusi1
ias]
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o

e pit oand talk about schedule and things

st s 7
{A DISCUSSION WAS HELD OFF THE RECORD.;
MR . HOSECK: Is there anything else we need
#ks into under advisement tonight? If not, we'll
Lo adiournmant.,
fTHE PROCEEDINGS CONCLUDED AT 5:30 P.M. AHND
RECONVENED AT 8:30 A.M. THE 11TH.).
8HR. HOSBECK: We'’'ll go on the record at thisa
g Thare ig a matter that I had reserved a ruliay

52 [ wanted to do a little research on it, and

uei as well get that out of the way at this
4nd that was the offer by staff to put Exhibics
Faughn 152 into evidence. And the offer was made,
wiing way reserved, and the ruling will be that
4ye admitted.

And at this time we're still in the staff’'sx
the case, and so I believe as we finishead

gxamination of Witness Rislov had finished

wis staff may call its next witness.

M8 . CREMER: Staff would call Beb Knadle.
RCBERT L. KNADLE,
talled as a witness, being first duly swors,

was examined and testified as follows:




P

DIRECT EXAMINATICN

Mg CREMER
. Would you state your name éﬁd buginegs |
treas for the record. |
& Robert L. Knadle, South Dakota Public f
- jea Commission, State Capitol Building, Pilerre
Dakata, 57501,
g Wwhat's your current;position with thes
sz ion and how long have you been with the
fean?
B . I'm a utilicy analyst with the Fixed
titieg Dlvision of the Commission. 1've besn with
mingion since March of 1980;
4 Were you one of the analysts assignesd te this
5. Yeg, 1 was.
‘ And have you reviewed U S West'sg appliﬁ&ti%ﬂ;
the prefiled testimony and the exhibits that warse
nothe prefiled testimony?
& Yus, 1 have. i
o, Did you prefile testimony in this docket? |
A Yeg, I did.
& Before you is what’s been marked as Exhibic
“an vyou Jldentify that, please?
-3 Yes. This is my préfiled testimoeny in this |




Heri Bt

5 . And do you have any changes or correcrtions
: é%ﬁ%i prafiled testimony?

i % A No, 1 do not.

i é Q. If I were to ask you all those the sams

f % ions provided in that prefiled testimony, would

E¢m¢£ angwersg be the same?

# § A Yes, they would.

= Q. I would move to admit Exhibit 29.
§a MR . HOSECK: Any objectione? Pam,
R COMMISSIONER NELSON: Mr. Hearing Cfficsy, ¢
vd {would move that the following testimony of Robert

b adle be stricken from the récard and not conpidarsed
% . B¥ the Commission on this matter as irrelavant . I

5 my rationale is TC93-108, it has no bsariag

E:

i¢ the proper switched access charge here.

53 study in this case stands on its own.
5 Oh, we're striking page five, lins four
14.
MR. GERDES: Lines what?
COMMISSIONER NELSON: On page five, lin
14,
MR. HOSECK: Any response?
MS. CREMER: VYes, staff would have s
% it's merely a factual scenaric of what

(=343

The
& four

T s g
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 previous dockets. So I think it’'a already

aecurred in that case. There’'s no twigs on 317 like

rhere may have been in other testimony.

my response.

MR. HOSECK: Any of the other pazr:

1A

MR. HEASTON: This is on behalf of o ¥

we would object to striking that testimony. &

roemmission Counsel, or Staff Counsel has pointsd .

thig 19 merely a statement of fact and thesée ars

gusestions that have been asked and answered of

i aiied

witnesses, I even think by some members of ths

Commission concerning what rate was establigbhsa

B SRR

b

and shoculd be put in evidence in thig manss

Ler

CHAIRMAN BURG: I'll second the ®o8ion

COMMISSIONER SCHOENFELDER: 1'31

MR. HOSECK: Procred.

Y MS. CREMER:

Q.  What's the purpose of your tgetimesny

Adah?

AL To make recommendations to Svuff

regarding certain of the U S West adjustmsnts £

3

cperating income. And I have also providsd

[t

what-1if scenarios in my testimony.

Q. Did you also make recommandaticns

B My

W

§ p s T




s risns 34t Lon adjustment. And che reason I testified
3 thege sdjustments was, as Mr. Rislov stated

stevday, bagically what staff does is goes throughn

#i: the adjustments in the company’'s filing, and wsz g

all the data responsee that are received fros

rpany, and we just divide up the adjustmants.

adjustments, and I took some

2. Let’'s start with the property tax |

What was vour recommendation teo My, Besgt |

o

regard to U S West's property tax adjustmentc?

& ; A My recommendation would be to adjust ths
gy taxes booked during the test year to reflseot
E¥ I avtual 19%5 property taxes paid the following v

q yesy,

"

E 4 and the test year we're talking about hare

B A The year ending 19895.
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inveatigation that you did in Cmaha?
& ¥Yes, I did.

Dkay. Let'’'s start with your recommendations

% % the cost study. What adjustments did you analves
B oand why wetre those adjustments? Why were those issues’d

& A The adjustments that I have testified on are

Foavty tawx, the AT&T rebate, the inflaricn

| sdiusiment, wages and employee levels, and the intersst
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o what was the effect of that adjustment?
& The effect of the adjustment would be a

ss4.0% imn from the company’'s proposed adjustment Dby

$157,000.

Next you said was the AT&T vebate

adiusimant Can you tell us about that?
A AT&T provided a volume purchase rebats to =
# that was recognized in June of 1995. The
sampany s adjustment purports to remove the portion &
& vapate not applicable to the test year. I receiw

additional data from the company, and tha

;stment was calculated incorrectly.

@ And what adjustment did you recommend o

! recommended to Staff Witness Best to

carrvrected amcunt. The effect of that

sdiustment would be to decrease the

24

revenue raguirens

¢yom the company'’'s original filing by approximatsely
Bram,000.

£ And then what was your recommendation far

tustment for inflaticn?

HAR The company has presented an adijustmsant k¢

sppiiss basically one-half the percentage incrsassz i
gongumer price index to test year operation and

vepges not otherwise adjusted. The adjustmant &3




gL ELent with court precedent. I reviewed the

: - sdrustment and recommended that it be accepted.

5 3 What 1s interxest synchronization?

& ? & Interest synchnronization is an iterative
i to gynchronize the tax deduction for intsrasgr
% % with proforma rate base and the rate of revys

P gt srmination,
EI . And what is your recommendation in regard ¢
e adivestnant?

B A I recommend that Staff Witness Best

‘porate this adjustment into the cost of service.

o

Fhe adiuvetwent should reflect staff's proforma rate

and rate of return recommendation and bea

L &g Lo

=

ituwlated in the same manner as was done by 1§

preod
iz 4
o

g g, Then there was an adjustment for wags

reasns and employee levels. Can you tell us what

s r@viewed here and what is your recommended
& Tusnment?

2. Yes. The company's adjustment has aniua

# . oy
1 iz

# increases during the test vear and has alss

adineted the test year expense level to include

incrzases granted on May 1st, 1996, far Nanageman

tayses; January 1st, 1996, for occupatienal
oyes8. The company has also adjuste

svee levels to reflect the levels aa

me
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E I have reviewed the company’s adjustmesnt a
i d4sfas rveguests that were supplied by the company.

i wowid recommend that U S West’s proposed adijustmans

#  fur Lhesp wage increases and employee levels should

% in the cost of service because they are know:
© s mesagurable changes and such adjustments should
# éﬁ&@ﬂﬁ regt year costs with related revenues and

& 1 ({nwedidaent.

e
fit

b G As far as you know, did Mr. Best maks

Tysr@mants that you recommended?

? & Yesg, he did.

3 Q. Did vou participate in an on-sgite

Sl G

invsmgtigation regarding this docket?

&, Yeg, I did.

o And would that be the same trip that

#islov and Mr. Best have discussed earlisy?

&
g

Yes. I went on both trips that we wan:

B Umaha, as Mr. Best explained it in his testimany.
2 % . Mr. Best named a number of people from 4 2
3 that he met with. Did you meet with anyhody

i than that?

53 ; A Not that I can recall. I did talk

»le in Minneapolis and Denver regarding minus

i
¢% | was for Dakota and Express, but I can't remember 1bhs

iy

AW




o Robk, can you tell us what you specificaiilv
5 iy Omaha?
& A Veg. I reviewed inside plant anc servic#

apme expense accounts for September 15%% an &

% basis, minutes of use for Dakota Coopsrativs and

fommunications per book depreciation expense

#  snd Bosvd minutes and some audit reporte.

do with the results i

5 . & And what did you Your

i
ah
5

gt lgation?

P A i supplied those to Staff Witnessg Best, and |

4 g cad those into his recommendation in this

- 2 And that‘s all contained in that reparc that
% . kg attached to his exhibit, or to his prefiled

TR fegtimony?

i ¢ A That provides a more detailed explanatisp,

i Q. Okay. You also ran a couple of different

: ) !
+% o seanariog of the switched access cost model, and CLRat g

ehe final couple pages of your testimony. <Could vau
4% i wesplain what you did and why you ran those different :

B

4 goenagrioas?

-
3

&, Staff Witness Best re-ran the

mnodel for thogse

 thrsze scenarios that I have listed on page six of By
4

The reason for doing so was the
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gy &

intoreated in a prior hearing how much of the

eprescribed depreciation would be worth if that

cuartmant was eliminated from the coszst of gservics

=

rat’'s what line 14, letter A, which shows (£

'
giliminated that adjustment from the cost of =zervice,

decreage the rate by .3408 centsg per minuta,

And the second scenario was return on

Jf you change the return on equity from

b
Fort

pEroesnt to 11 percent, it would decrease staft'sm

secommendaed adjustment

by .038 cents per minutes,

And the third one

=
-y
n
’..l.
(1]
L<
O
ool
e
o
[#1
&
L
s
o
Irg
g_;;

sa.e of the additional nine exchanges, the rata woyul

invyrase by .0162 cents per

#f¥ nnine exchanges that took place on June lgt.

Those are just what-if scenarios that is re-run i @

Cowmmigalon’s model on staff’s recommendaricn.

e
0.

And that's on page six of vour testimony?
¥ui gave a line number but not a page.

A Yes, page six.

MS. CREMER: That’s’-all the acuesciocng I

-3 " &

MR. HOSECK: It was offered. The exzhibiry

sfteread and I had not ruled on ite admiagsgsion.

&

»¢ admitced subject to the language that was siyick

P

»
%
R

-
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B

ngs-axamination by U S Westc?

MR. WELK: Thank you, Hr.

gy fFieeary

WiErt:
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CROSS-EXAMINARTION

e cood morning, Mr. Knadle. Did you alsc

Y

isw as part of your duties and responsibilitieg the

a4 sssponges provided by U S West?

& Quite a few of those.
% Do you have any estimate of the number of

st you've expended in. your trips to Omaha and

#lewing the data responses that were provided by U §

W

A Just on the remand portion?

G Yea, since the remand.

F

Yes. 1 checked on that yesterday. As of

£ ¥riday, lv was 207 1/2 hours.

Q@ Are you aware of any instances where U § Wes

aaL coosperative in providing t¢he information?

& . ¥, 1 was not.

All of the questions that you asked throuan
procepss, were they answered by the appropriate

ie by I & West?

A ¥Y#s, they were. And if the person I talked

§7EB%E

suid not answer it, they found somebody that coulid

s
gh

G Was tnere any documents that were refused ¢

that you asked for?

A . Not that I can recall.

Y

SeS—

Rt b emeimapcire b1 LRI o it
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&

Now, I just have one question about your

¥osu provided an example on page five,

cvtam of page five and the top of page six, regarding

#y

‘hutical about the residential customers for U 8§

7 8 West passed on the access rate increage

te LEE awn Ccustomers; 18 that correct?

A That's correct.
5 Do you have any personal knowledge on how U §

]
]
%

itg toll prices?

A Ho, 1 do not.
. ¥You have no resgponsibility whatsoever in

prices, do you?

& Ho, I do not.
&, And so whether the toll -- whether if an

i@ granted and whether that increase would be

s Eo U 8 West customers is a decision U 8 WHest

Cwibi Bave to make; is that correct?

A That’'s correct.
@ And so your example is merely an

iiigatration, but it is pure speculative in nature; i

&, What my analysis would say is if they nas

“

tetal cost of this total hundred percent
. that would be the maximum effect. It dossn’t sasy

‘hey were going to do it or not.




it's intended to be illustrative, but
Few ¥ not agaying that's going to happen?
8 . By . I'm just saying that would be the

sffaet in that scenario.

I G And you have no personal knowledge that if

ES

PR inersage occurred, 1t would be passed on to those
: #w#ys; i@ that correct?

% & That's correct.

5 ME. WELK: I have nothing further.

MR. HOSECK: Cross by Sprint?
v HWR. LOW: I have no questions. Thank you
v MR. HOSECK: MCI?

2§ % CROSS-EXAMINATION

ﬂ
%
w5
it

wE GERDES:

LR

g
o

. Good merning, Mr. Knadle.

i o & Good morning.

B On page seven of your testimony you starte
5 # %%%%ﬁ ths rate which you arrivé at is determined in

dance with current switched access rules whizh

devsloped in the public interest; is that cerrecr?

i A That’s correct.
54 £ Mow, do you agree with prior witnesses that
EE O oF B

miggion’s job here is to determine a fair

aricd

grnable rate?

i
&

B Yes .,
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sLEQEFNOY.

MR . GERDES: I'll not asking for a legal

w8

%

a

E

£
¥

i, Your Honor. I'm asking him if he’'s aware of

#&s the Commission's duty is here and what the

FREBGLEER ave,

MB. CREMER: And that would involve

c#fpretation of statutes.

MR. HOSECK: Objection overruled.

F I believe the Commission can consider what
{8el they deem is necessary in this matter.
£, Which goes beyond the cost study or ocutzide

4% consider other than the cost study?

E They can consider whatever they deem

MR. GERDES: Thank you. That's al}! I

MR. HOSECK: AT&T?

CROSS-EXAMINATION

#E LOVALD:

@ And do you also agree that the computer maode:
a2t ¢ymated this figure is only one part of the
it ton in terms of what this Commission is obligated
#rgtute Lo consider?
M4 . CREMER: I would object. That calls for
imgat conclusion on Mr. Knadle’s behalf, and he's noul

study. In other words, there are octher things




"Hu 31 ssed Aeya 31 qeys Butdhes asnl w,1 -op iy 24
{A0BIIOD 9 BYA J,uptncm g ¥ #
souelsTp buol sy3 ut UOTITIadwon Ayateay #awy 53 g2

SHUTAUOD TTTM oM 2ey3j uortadunsse uw uodn DHERY

"o passed 81 3800 3yl eyl Butwnsse ‘anedwt wnmisms | b

#@3 BT STUYI Aes nod usym sjeWIISe anoy -

5
1]

3 Butob sae swos ‘saoqe aq o3 Hutob sae swung

ACF 00°9% ©3 dn oqdew pue ay1dosd jo young & %
8§ 0282 38Y] 103338 2YI 03 HBUTYIDWOS ANO HLBAH ;o s
843 sybrw ‘souesstp Huor syjl 70 azwed T WM g 1
BET J1®Y I3Y3o 8yl pue TTe 3e sduelstp LBusy esn W@
#10woC8ND TeTIUSPI&®T 2yl JTey DBurtunsse pue
Bursn ax,nok 31 ‘ATteoraeyloddy ‘gsnp &

"IeTIIUSpPISSI hasumoe shexsae iInok aath oi i
IPERTATP ESUT] S89DD® [BTIUOPTISSI 9Yd AY DPHPIAIDR Heins

51K [eTIUBDIE®I DYl ST B PINOM JT IBUM g

SRUT #71 88¥VBISUT BU] O Junowe 3IYJ PUr Han
{ . : 3 3

T¥203 3Y3l OJUT PIpPTATPp Sauflyl JO iacqunu shw:z Liog

isnl g1 A77eoTseq 3eyl puy ‘00 €S 8q O3 paleal ey #8553

ZRWOZIBRO TETIUIPTSSIX sy 03 agvsaour potad [EE

3oL g
zHhereaw 33Ul I0 ‘sgeaxoutrT sotad B8yl Iy ps £ ]

#

4

e kY
LA

J3 I 'suor3ssnd s ,3yTSM -"IW 031 osuodsasa

R
)




srngr g the maximum effect. If they don‘t pass the full
: o wffasr: sn, it'8 golng to be somewhat less.
| A Let me ask it this way: We didn’t have & Lot
& § in the long distance market fiftesn
8 MR. WELK: I’'m going to object on the grounds
5 Wr: # payond the scope.

MR, LOVALD: I don’'t think it is, Mr. Hearing

& F o sy I think there’s some testimony that's beean
: Befonre the Commission that the maximunm iwmpac: on
e saasumer e this, and I think there’s an asasumption

i3 "rrarFe Lhalt besars some testing.

S MR, HOBECK: Objection cverruled.
2N k. Teo my recollection, there wasn’'t toc many
i % %# paniss providing long distance service.

.  You've lived in Pierre longer than fiftezan

y#ate. Baven’'t vou, Bob?

& Yes .
e Do you remember getting any long distcancs

Tn

s

rom any long distance provider fifteen years

that was the equivalent of 11 or 12 cents a minute

distance usge?

I don’t make too many long distance calls. go

zusdes ! don’'t pay that much. attention to itg,

3 ; . 50 your answer is you would have no

o




3 % ?
; & Correct.

g 1 ME .

MR,

MR .

LOVALD:

HOSECK:

RITER:

I have .nocthing further.
TAG Group?

No gquestions.

Mi. HOSECK: Dakota?

; MR. MARMET: Dakota has none.

i MR. HOSECK: Redirect?
% % M8. CREMER: No.
o i MR, HOSECK: Commissiocners?

% CHAIRMAN BURG: I just have one, kind of
i 4 %5§ﬁ$%iiﬁﬁ§10n. What was the iate of return on equitcy
% % thig, Bob? Did you work with that?
. ? A . Return on equity?

P CHAIRMAN BURG:

: Yes.
va | B Staff's was 11.5 percent.
i

R CHAIRMAN BURG:

And the overall rate of
o & i turnt 2hHen?
=N A, Let me check here. I believe it was % . 6

but I can check.

CHAIRMAN BURG: Will you run through

that difference occcurs? You know,

b #eraii rate ie 9.7 and the return on equity is 11.5%%
EXN A Sure. The capital structure nas Lwo
:

x, I believe.

It's long term debt and




s b owmfark RgUiLY. What you do is take the welghted cogt o i

50 ¢sve debt times the cost of the debt, so then you

up with the weighted number. You do ths same for

stock equity and basically when you add the two

¥
2

+¢¥, you come up with your overall rate of

4 ¢ ofmtutn faturn on equity is just one portion of that.
. CHATRMAN BURG: Why is the -- so to get & 9.7

i rate of return with 11.5 on return on aguity.

i

e ntpey aide is -- do you know the level that that'a

sRfurnifg then?

* e

O L {t's somewhat lower. Just a minute. ‘1%

Eho CHAIRMAN BURG: And I‘ve always hkeeéen curigus

14§ x% t¢ why that difference. Why other returns should be
| £ % éé@%% Ehan eguity return.
& % B Cost of debt is lessvrisky.
8% % CHAIRMAN BURG: Okay.
E

& . Coat of debt in this calculation was at .23

s
4

-, and the debt ratio was 44.1 percent, se you

awe a welghted cost of 3.19. The equity percent &i

capital structure is 55.9. BAnd if you apply thke

e

i4 /3 parvcent, as recommended by staff, the weightad

i% {wpuld ba 6.4285 to come up with total cost of

¢4 1 gerurn would be 9.61693.

5% CHATRMAN BURG: Okay. And what would fhac
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wers mw ~oat of debt then?

& *we rcpst of debt is 7.23 percent.

cHAIRMAN BURG: Okay. I just wanted that

4
13

R

o

.fi1ed4 for my own benefit. I think that’'s all I

FOMMISSIONER MELSON: I have one question.

P yow Enow what the total U S West payrell in South

TR
& Hot right off the top of my head, no.
SOMMISSIONER NELSCOW: Can you get it?

& { could try. I might have to do it later if

‘& &bl right.

COMMISSIONER NELSON: Do you have it braoken
metwaen management and occupational emplovess?
A Juast a minute, I*1ll check. I believe fov

1459 the management salary was approximately 14

&
ki

Csasiiy an audit, but a company review? Since you’ve

" wi1:iimn, and occupational was about 21 1/2 million.

COMMISSTONER NELSON: Is this payroll amount

itpns with South Dakota wages?

A i have not done a study to deterwmine that,

I gan‘t tell you.
COMMISSIONER NELSON: Thank you.
COMMISSIONER SCHCENFELDER: I have & coupis.

Hizve yvou done a lot of outside audits, or not

o
it
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wesn with ehe Commission have you done a bunch of

4 # M, 1 have not.

COMMISESIONER SCHOENFELDER: Thank you. Anc
s sansn bBecasses [ don’t understand it, could I get you to
# wap:ain iaterest synchronization adjustment on# wmore

cms mizape, 0 I could understand it better?

g ! # Okay. Basically what you do is you take the
3 satvz base, you know, staff’'s proforma rate base, tim=zs

ce P rme weiabted cost of debt, which Jim asked about. kﬁﬁg
) 3

!

b ages

L pew tade shat flgure and you subtract the per book's

& itwgl interest

expense, and that difference would be

;¢ | samesn ¢imes the income tax rate of 35 percent. And

2 3 % g deduction for income tax purposes.
i
i

COMMISSIONER SCHOENFELDER: Okay. And then

B ywu review in your review any of the

#giteraally generated information at U S West, or oniy
& w4t :anternally-generated information?
. &

A, o you have any specific information?

Bl COMMISSIONER SCHOENFELDER: Well, bank

i
L
§
£

2y . #ratements, invoices, something that U S West would - -

#lse cutgide of U S West would generate,

ER A We looked at some auditorx’s reports. And, as

»4 - ##5ian sald, they had their ocutsgside auditors.

COMMISSIONER SCHOENFELDER: Some is how many ™
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kS

18

e
k2

iy

e

ol

Bow o

2R

{awing up on that of Commissioner Schoenfelder

&

e
e

A

e four, line two, of your testimony, on thisa

wmronlgation will keep changing

387
4433
&y

5 We looked at like, I think, three or four
wiarth of the outside auditor’s

reports.

COMMISSIONER SCHOENFELDER: Okavy. Thank

M. HOSECK: Bob, I‘ve got a guestion

L
& .

aat synchronization.

Dkay.

MR. HOSECK:

x

You use this 18

word, ig

s iwea

& Corract.
ME. HOSECK: What does that mean?
A

it is what we call three times through.

Eay

¥ou change a number in the cost of service,

what you have to dc if you change an

ither change your operating income, you change

snterest adjustment. Basically what vou have to

vou keep running it through the svsrem ungil
£

ross iteself out. Because the interest

until you run it

two or three or four times and then it will b

you're going to come up with.

MK. HOSECK: Thank wyou.

COMMISSIONER SCHOENFELDER: What systexn?
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.- are you talking about the

a computerized system.

COMMISSIONER SCHOENFELDER:

What is the
fs it ours? Is it theirs?
& Mo, it’s ours.
COMMISSTIONER SCHOENFELDER: Ckay. Thank

HBR.

# .
HME .
MR
%S

M.

BR .

HE

imony of

e prefiled testimony,

w
2
A7

MR.

HOSECK:

CREMER:

HOSECK:

CREMER :
HOSECK:

the inte

fi:ud any particular order,

. “# going to have several witnesses here.

¢ we start with your witnesses,

RITER:

W.

Does this prompt any recrosg?

No redirect.

If not, this witness may bs

Staff will rest.

At this time we will take the

rvenors. We really haven':

but I assume thsat

that the TAG Group is

-
8¢ why

Mr. Riter, and o

4 call your first witness.

Thank you. We’'d call ¥. Thomas

THOMAS SIMMONES,

called as a witness,

being firet duly

BWOE D,

o

£
!
§
E
*
£
L
¢

e
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1

. was mxamined and testified as follows:

. DIRECT EXAMINATION

&% BITHR
2 SE g -
% G Good morning.

2 o

8 & Good morning.

& - #ill you state your name for the Commission,
g Finags

5 & My name is W. Tom Simmons.

B 5

And where do you live?

w
[

live in Siocux Falls.
SR What's your occupation?

f*m the vice-president, general managexr of

=

“ommunications.

%

i
|
H
i

5 % § & A little over two years.

e How long have you served in that capacity?

5 @ Did you offer testimony at the hearing in
. wwisber of 1996 relating to the same issues which the

:Lof 18 considering today?

I did.

and have you as in -- preparatory to the

{ coday, have you filed prefiled testimony and
% sf¥itad vebuttal Lestimony?
% % E Yes .
& % oy Would the prefiled testimony be shown aa
i3

. which is in front of you?

p——
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A ?”’E‘, it is.
% » Aned reviewing Exhibit 33, can you identify

3
s

v a% yoey prefiled testimony?

E

& ¥eg., 1 can.

3 & Alaso looking at Exhibit 42, can you identify

S

42 prefiled rebuttal testimony that you prepared?
> B Yem, it 1s.

W And going back to 33, if you were asked those:

Fwmd et L4

4% today under oath, would you give the same

srgesrs which you have filed on that Exhibit 337
s & ¥Yes, I would.

v 5 e 8o you affirm that testimony which isg

5 % z% irn there?

i % % & Yeg, I do.

% % 9. hre there any additions or corrections as oo
X Z 3E7

L A Ko, I don’t believe so.

. e A8 to Exhibit 42, if you were asked thoss

% guastlions today, would you give those same

5 ALERBETRY
£ & . Yes. ‘

P& ; o Do you affirm under oath those answers?

A A I do.

1a @ Are there any additions or corrections te

Fhoyeer v
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& Mo
M%. RITER: We would offer Exhibits 33 and
5 4
¥% HOSECK: Any objections?

HE . HEASTON: No.

#E . HOSECK: There being none, Exhibitas 33

23 wiil be admitted.

D My, Simmons, I don’t necessarily want to g

1% of your testimony, but I think it’s important

i¥s some of the areas that you presented both

33 and 42, and also in the prior testimony
Commission last October which you've

irated by reference in your testimony. Tell

UE

just & licttle bit about Midco so the Commission
sy if are more familiar with that cowmpany.

Midco Communications is a certified long

carrier and recently. certified local servics

in Soutrh Dakota, We are based in Scuth Dakota,

7

#L this time 100 percent of our customers are als

i

th

yekr

I

wilh Dekota. The vast majority of our customers

£

sr2 #3511l business users. We operate from an offica in

Py y
* % 5 £ Rk

fallg with satellite locations in other swszller

sities, including Aberdeen and kapid City and

&% i e&gpt LO Ccontact ouy customers in a one-to-one,
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iy

A
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cmpseasntatives. We visit with our custcmers. We try
ss-artaify their telecommunications needs, and we

saek to provide solutions for them.

0 Let me interrupt you for a moment. There's

s testimony from other witnesses, I think,
rne number of certified resellers in South
S R from the perspective -- from your pezrspective,

hew Aszes Mideoeo compare with the vast majority of the

te# that are merely certified resellers?

& Well, from our experience, there’'s quite a

‘znces between the number of certified companiss

rapkly, the number of companies that are cffering

{#
e
-

irr 8outh Dakota. I have no basis to -- nothinag

i Biges Lhat on other than the fact of who we run into

visit with our customers. Obviously, whaen

W
snd visit with our customers, we ascertain wha
e vacelving their service from now; and it‘s 3
saiatively amall number of companies.
. When you say you go.out and visit, you don‘:

de £hia by telephone, your solicitaticen. Yau

go out and confer with small business

Y Yag.
£ Why?
& I think that

really is our unigue selling




£
24

B

ok

1f we were just telemarketing our

wmewireas . we would be basically no different than

and the pricing scheme that we have on

st
T
ot

sunications services are virtually at the

% tv level. There really isn’t a great differsunce
& from one carrier to the next. It really com=s
- thhe service that yvou’'re able to offer.

T 5 our strategy is to offer ocur services Like
woL

wnw would opffer virtually any other business servigs

#

wordg, the sales representative makes a cal

a7 appointment with the customer, arranges

-

P

mewet face-to-face and talk about a variety ef

s

Sy
ik
e

telacommunications needs. Long distance might

& gf them. Paging services may be another, answaying
P all those things. Oftentimes we will learsn
4 zrvices that a customer needs that we don't

3 B But we will work to help them find someone whe
ve e szupply those services so, ultimacely, the customsr

s satisfied, If they value the service thaz

jusat providing a commodity service,

il sign the contract or remain with ue for

© you then, assuming they do signp zh

attempt to continue to provide the gans

gervices which you've cutlined for your smaiil
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M

fustomers?

3 We do.
o Preparatory to the hearing today, have vyou

epportunity to consider how this proposed

pase might lmpact your business and your customer?
B Gf course.
i L.et we ask first, from your perspectivs, haow

yow think the proposed increase would impact the

i1 bBusiness customers of SBSouth Dakota?

& Well, ultimately it would have, I think, =&
zeey drastic effect on small business customers becausgal
¥k impact it would have on us. We would necr be i

i

]

tan to eat the difference in the increase. #e
geuld not do that. It would put us in a
sf sither raising the rates to our customers

again, the customers would have a choice of

‘P wheihers they would be able to choose ocur service oy

ard it, frankly, would be a determining facuor
shathey we could stay in this business or not.

@ #ow, in your testimony on page three,
1 asked you that question; and you gsay

12 a significant increase is approved, i

re

WO Le

gm2l}l companies such as ours to either

. fivantly raise rates or reduce services. 8o i

]

# possibility, too, that rather than increasing

emror
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E

wE

e e
%

L Ey wimw, Decause a sales team not only presents

‘ssvvigs representative, does that person in

sssame . 1f one were to keep the rates constanc, it would

:har you would have to reduce your services?

E #educing services would be probably the first

viously, going out of business 18 dire

,tfs . That's the last thing we would choose to do.

i mswa 2 nungry family. But in all that, it would be

&1 ieuit to reduce those services as well. It would
feds %

king our unique selling proposition, I think.

rhen become a commodity seller. We would

ia smihaps make an attempt to telemarket services.

iwg Back on our sales team would be a failing, in

to customers, but also acts a2 customey gsrvics

snrative as well., It may require we would havs
E4 gui Back customer service representatives in our

affiree, which I think would be detrimental

i3 fut, you know, the terminology customer

your

do more than merely sell your product? I measn

¢r# actualilly a benefit added, a value added to

%
T N

business customers by having a customer

& . Yoo.

One of the unique selling propoesitions

i

5

we affer 1s full analysis of the products tha

s




1wy buy from us. We sit down with customere and show !

i Psme= what they have been buying, how many linez thay

s
4

o

]

active., Occasicnally we’ll come acrosg gituati

$ wmsmes a customer may have more lines than they're

svtuaily using, or they may have more lines than the

%o ehay had. They are not experts at analyzing

As you know in your business, I'm sure, that

v tmes the bills can become wvery confusing. Ang ws

that as a service to our customers Lo Be abi

&

them what they’re doing and make suggest ionsg

i 9. As far as your particular business, 1 this
&

i % #&e it having on Midco Communicaticonsg?

PR A . I think the first thing that would hBappesn

Miden Communications is we would probably tesn ©us

¢ L swiling of cur value added. We’'d find out how g

8 L available that added value really was becauses ocuy
% | options would be to raise the rates. We may, in § .

£% @ Bawe £o change our rate structure so that there woeid

!
i
¥
%
3
;
i
H

0O What is that intra -- tell me that again anp

% & different rate for interstate intrastats, which
: not desired by our customers.

% & . Well, if the costs are more for
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&
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&

e
ket

4

i

4%

- gt
s

i 41 ffmrent for intrastate calls than they szrs Io

i . : e
. interstare calls, and it would, 1in fazct,
| expense than intrastate calls in order te justily £&s

e

moerease Lo a customer. I can‘t tell vhew swver
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41l of the components of their bill is going wup.
i# what’s causing 1it. I mean our cusLomers wil

& 3

Loudl . When we tell them the rates are going up.

going to say, "Why?" We get scrutiny fzow th

.

spmpetition over a half a penny in & long dist

P

call.
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I mean that’s how tough the compéebitiss
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regally is. And there are many of our customers

svan i1f they receive a bid from a competitty &f

will come back to us and say, "Why can they oiffsy =

@
sae
i

rate when ycu offer this rate? Why i& @y €

Bt & T

wp?" They want to know specifically what

e

golng up.

Q. From your perspective, doeg Hidesn

with U 8 West toll service?

A. I think ultimately we do. We dsatl
2 ,

rhe veally small business users primavily.

good share of the calls that our small buysines
{ make are indeed intrastate calls.

Q. From your perspective, are

that U S West imposes then an issu=#
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AL Yeah, it certainly is. My position is £ii of

¢ i this is that I certainly represent my company. but & |
% %;&m@ extent I represent the consumer as well, ar fhe :

2  gmall business customer. Because I'm kind of st

% and of the food chain. I'm out Chere gioting down SH®
& ' oan one, and I'm having to look into the fauts of Sul

5 | =yatomers and explain to them how this works. 1f

1% P ean imagine going through the day that

13 i vesterday, and I'm sure we'll see today, this iz & ?
P d aplicated issue. It’'s very difficuit te szplaia £
1y

£ Bob'ps Hardware Store in a 15-minuted CORVETE381S

1d 0. Mr. Simmons, in your testimany you Haw

R
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spoken of a proposal that you have relative to

ig [ rare and whether it ought to be increased o
1% decressed. And I draw your attention particuiari

1% ¢ page three and four of your testimony. Lo you Bave &8

1% P epinion, oOr are you expressing an opinion today L

£ a sommisgion that 1f there

is an access rate iACTE&E&aES
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apsroved, what would seem like a logical and faz:iy

raasonable increase?

i3 AL T must have written that in a £it =%

st
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wmadnesg. I guess the reason that it’'s thars
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5 testimony we were asked very dirsgciliy, *hs




; éﬁmvg an alternative? Do you have a number?” Giwen o
i %,ﬁfuﬁiny we had on the model, going through yesterday.
E %E ~an’'t for a moment sit before you and say. y=#. !
4 %hﬁ?ﬁ a brilliant altexnative to all cf this. I findg

| of that mind-boggling, and I have deep respect

the people who put it together and can undarsis

e e B
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g The four cents I offered in all of zHis

5 fdsmongtration that we're moving

s

& regyept 18 to move from an area

i1 i ta oa 6.4 level, which according toc our numbsrg, st

iy | teage from my company, would be a 108 psraent

Lad

increase. I have a real hard time explaining 108

14 | pargent increase to my business customer. Even

aL &

2% | shange of less than a penny, from 3.14 cents up

k- 5

&9
o
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16 P rents, that still comstitutes an increase

E mgroant .

VB BAgain, to my small business ugers who

szerutinize all the increased costs of doing busgingss,
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15n they see something that hits zven & double
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increase, they will ask the question why.
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24 i than a penny increase constituting & 2%

& pereent
% | ynereagse to them they will ask the gqueztion =iy,
34 Q. So from your perspective, was it at leazst 3

Byt

reasonable alternative that the cuatcusrs
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:p undergtand a little better than 108 pergent

53 That's the only reason it’'s there. At least

s

wraaround that I have from our busgsiness customers

o+ #ay is your product selling for more than it was

a1 And if you were in the purely competitiva

tolace, purely competitive, ncone of this eme vy ing

g

titive or regulated, but a purely competitive

¢t lace, what would be the reaction of the

suwerg from your perspective to 108 percent increase

- Lo

produce?

& They would tell me to take a walk.
3, Now, in your rebuttal testimony -- and vou

ate# that you had reviewed Greg Rislov's prefiled

T

it

rmany . Were you also in the room vyesterday whan hel

ified on direct examination?

A . Yes .
. i want to ask you just a few questions

Live Lo Mr. Rislov. He indicated in his prafilsed

Limony that a reseller operating primarily ias Souts

ta will see a doubling of access rates and LRat

CofLs are a very significant portion of the
ler's costa. Do you remember that testimouy?

& I do indeed.




ot

#B

B g

-

e
o

o And do you agree with that sgstatamn

sy a#nd i f

& R why ?

2 & I do.

% o Why?

% 5. Wwell, I, again, do nct have the infe
%ﬂﬁﬁi the PUC has, certainly, but I guess I

i yasesller that sells a considerable amount
‘gurvice. And I know that the impact on oux
P wmuid bhe tremendous.

#r. Knadle -- hope I pronounced that

-t ier today talked of a three dollar resi

- snme e pnerease should that.rate occur.,

apective, do you lock at it from a resid
suntomér perspective, or is it a broader pe
fuiat tve to small business customers as wel

AL Actunally I didn’t look at it from

rapective at all. I looked at it from th

3

cgrgpective of the small business customer,

Se

s it eonfused when I read Mr. Rislov's tesa

cangse the beginning of that it seems he'’s

buginess usage and then’ suddenly we g

snly on behalf of my company. I am 2 resé

on a residential tossed in. And, agsi

srating in the state of South Dakota, & amall

. And Mr. Rislov, also in his testimom

deneial
From your
gntial
repective
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+n‘t seem like a lot of money, but when it

s sa.mea doewn Lo a percentage, it is a lot of money. And

o

aur Business users, again, I don’t have the

-

& wal re measure the effects throughout the

e Z%ﬁﬁéyﬁ state, although I did ask my staff to take a

% % 3¢ to check my review of all that. But just
S from across sections.of our 